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“We Latin Americans must realize the truth,” a former 
President of Panama once said, “that we are the only ones to 
cure our own evils.””! Ricardo Alfaro was protesting at the time 
the tendency of some Latin Americans to clamor against “Yankee 
imperialism” until an unsatisfactory dictatorship arose in their 
country and then to demand inconsistently that the United States 
intervene in the role of the “punishing big brother” or interna- 
tional policeman. The casualness with which intelligent Latin 
Americans can similarly blind themselves to the need for self-help 
in the economic field and can put the issue of economic progress 
baldly up to the United States is a disturbing characteristic of 
Latin American thinking. 


Shortly after the outbreak of the war Eduardo Villasefior, a 
prominent Mexican banker-economist, stated that the choice 
rested with the United States whether it wanted to be linked 
to a poor Latin America or to a rich Latin America. Mr. Vill- 
asefior could not have foreseen that within four years officials 
rioting in blank-check experimentation in inter-American rela- 
tionships would be donating hospitals and schools and roads to 
Latin America, would be extending WPA to Latin America, 


*The official duties of the author necessitate the use of a pen-name. 


1 Proceedings of the Seventeenth Institute under the Auspices of The 
Norman Wait Harris Memorial Foundation, The Political and Economic 
Implications of Inter-American Solidarity (Chicago, 1941), p. 57. 
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would be getting the approval of the Congress of the United 
States for a $50 million endowment for a private corporation 
“to aid and improve the health and general welfare of Latin 
America”—free even from the controls which ordinarily attach 
to the expenditure of federal funds. He could not have foreseen 
that by war’s end our purchases would have helped add almost 
$4 billion to Latin America’s meager prewar gold and exchange 
resources of $700 million, that the value of Latin America’s an- 
nual exports would have doubled, that the national incomes would 
be on their way up to $16 billion from the pre-war level of less 
than $9 billion, that we would have helped expand the Latin 
American military establishments by some $490 million of lend- 
lease assistance. Mr. Villasefior believed that the United States 
must export capital and that the natural outlet was Latin 
America. He urged the United States thus to “get rid of your 
treasure—lend it, give it, throw it away—if you do not want to 
perish in the midst of plenty.” 2 


Two years after the peace, Latin America has again taken 
up the cry, this time in the form of a demand for a “Marshall 
Plan” for Latin America. With its gold and exchange resources 
dropping at the rate of $150 million per month, with war-baby 
industries confronted with more normal marketing conditions, 
with inflation rampant internally and real wages falling, with 
foreign direct investment still retarded by the unfavorable in- 
vestment climate, Latin America again conveniently puts the 
issue up to the United States to avoid facing the evils at home. 
Unfortunately for Latin America, the core of a Marshall Plan 
for that area would be a long-term commitment for develop- 
mental financing which would have to clear the Congress of the 
United States. And the immensity of Europe’s reconstruction 
requirements, the multiple opportunities for constructive states- 
manship in areas like China and India and Latin America, and 
the primary responsibility to its own ill-fed, ill-clad and ill- 
housed one-third, have forced upon the United States increas- 


2Eduardo Villasefior, Inter-American Trade and Financial Problems 
(Reprinted for private circulation from Inter-American Solidarity) (Chi- 
cago 1941), p. 94. 
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ingly realistic appraisals of the directions in which it is to act. 
If we can sense the political, ideological and economic implica- 
tions of uneven development among the American republics, 
we can be expected to have even less difficulty in realizing the 
implications of irregular achievement of the American standard 
of living in our own country. And if we find it exhilarating to 
speculate on the existence of a great open physical frontier to 
the south, we can be expected to be doubly responsive to the 
challenge of other frontiers within our own borders. 


The Latin Americans were clearly correct at the Rio Con- 
ference in seeking a definition of our intentions with respect 
to the other American republics in the economic field. But it is 
time for the Latin Americans likewise to face squarely the 
problems which confront them in their quest for economic free- 
dom. Debate on a “Marshall Plan” should help. 


The first point to be emphasized is that if Latin America had 
so chosen, she could have had a much richer community out of 
her present mobilization of resources. And if she chooses, she 
can continue to provide only a marginal livelihood for the masses 
of her 140 million people regardless of favorable action by the 
United States on trade and lending policy. For, surely, de- 
cisions on tax policy, armament policy, investment policy, land 
policy, tariff policy, and the like, are all within the competence 
of the individual Latin American republics. 


Armament. The Latin American budgets for military ex- 
penditures in 1947 run about 7.5% of national incomes, com- 
pared with 3.3% in 1939. And the trend is upward. The mili- 
tary budgets total about $1.2 billion out of $3.4 billion in gov- 
ernment expenditures, while in 1939 Latin America spent $300 
million on its military establishments out of total government 
budgets of $1.2 billion. The volume indices of national pro- 
duction during that period rose less than 25%, although national 


incomes shown in dollars advanced from under $9 billion to $16 
billion. 


Yet, direct military participation would not be the primary 


role of Latin America in a third world war. And only one 
country—Argentina—threatens to have sufficient military po- 


6 INTER-AMERICAN ECONOMIC AFFAIRS 


tential to be able or so foolish as to challenge the machinery set 
up by the American republics to prevent aggression within the 
hemisphere. Certainly it would be easier and cheaper to ar- 
range for the use of the U. S. military establishment to contain 
this threat, than to launch an endless armament race aimed at 
the growing might of one police state. Tragically enough, Ar- 
gentina provides the most pitiful picture of the waste, with its 
proud boast of producing jet-propelled pursuit planes in its own 
factories with its own technicians, at a time when some of its 
provinces are, in the words of a former President of Argentina, 
“in a state of permanent hunger, with entire populations lack- 
ing the indispensable means of existence.” But the magnitudes 
are everywhere shockingly instructive. The annual Brazilian 
“Defense” bill of $250 million compares with the $400 million 
public works program which Brazilians seeking to borrow in 
Washington say mght go far to remake the face of the nation. 
“Defense” drains off over one-quarter of the Peruvian govern- 
ment’s revenues and proportionate manpower, while the mines 
and the road-building authorities and industries complain of the 
shortage of labor. “Defense” to the extent of one-third of its 
government expenditures keeps the Chilean government bank- 
rupt. And Argentina spends 12 to 15% of its national income 
on “Defense”, while its leaders lecture the world on their con- 
cern for “spiritual and moral values.” 


Foreign private investment. Domestic policy is similarly 
inadequate in many other lines. One of the great disappoint- 
ments of the first two years of the peace has been the failure of 
a substantial flow of direct investments to develop. Outside of 
some major petroleum installations, the investment climate has 
simply not been sufficiently attractive. Even in 1946 in Mexico, 
about whose attractiveness banking houses, officials, do-gooders 
and newspapers have been beating the drums continually, the 
total of new direct investment was well under $15 million, and 
well under the amount of capital which fled the country in the 
same year. 


During the war years a great myth grew up in Latin Ameri- 
can writing and was accepted undiscriminatingly by many North 
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Americans, namely, that an undeveloped country cannot “afford” 
to have full foreign control of an industrial or mining enterprise 
and that local capitalists must be “cut in’ on the enterprises. 
Actually, the Latin Americans all start with the premise that 
capital is the short-supply factor in their developmental prob- 
lem ; they argue that they must maximize the flow of capital from 
abroad, find some way to keep locally-owned funds from going 
abroad, and try always to divert capital to the most essential 
purposes. Yet, when a foreign company wishes to invest a 
given sum of money in a factory or mine, the practice has grown 
up of asking it to shorten its commitment in order that a local 
capitalist may divert his own capital from some other venture 
so as to be in on the technical competence of the new investor. 
The happiest term which American firms have been able to 
find for this operation is that it constitutes “buying insurance’”’ 
against local difficulties. It is a costly form of insurance for the 
national economy, however, and every limitation of this kind 
affects the far-seeing investor who is trying to forecast the in- 
vestment climate from factors currently known.* Coupled with 
restrictions on labor under broad definitions of “the existence of 
qualified nationals” and the vulnerability of profit remittances 
to arbitrary action by exchange control authorities, the Latin 
Americans have by this “insurance” requirement helped make 
foreign private investment increasingly a “hit and run”’ affair, 
to be viewed as a gamble which must pay off big dividends before 
investment becomes feasible. This is precisely the wrong direc- 
tion from the viewpoint of a developing economy requiring in- 
creasing applications of capital to existing resources. Henry 
Wallace used to deplore the fact that “in the past, interest and 
financing charges have often been so high few industries could 
have hoped to carry the burden of overhead expense.” And he 
argued that “‘we need to help more wisely in building industrial 
enterprises in Central and South America.” He missed the 


3It might be noted also that the value of the “insurance” for the for- 
eign investor remains to be proved. Since the alliance in most instances 
is with a group in the community which is itself under increasing challenge, 
the foreign investor may find that the “insurance policy” does not pay off 
when the risk actually materializes. 
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point that it is the Latin Americans themselves who must in the 
first instance decide whether they want help and are prepared 
properly to invite it. 


Meanwhile, major inflows of capital have been completely 
shut off by the failure to arrive at suitable legislation for the 
attraction of investment to basic resources. Brazil and Peru, for 
instance, have had before them the possibility of immense in- 
vestments, for petroleum expivoitation and exploration—amounts 
which might eventually dwarf the sums which they seek so 
eagerly for their recurring “exchange crises” and for develop- 
ment purposes—but they have been unable to arrive at an ac- 
ceptable formula for the protection of their own interests and 
for reasonable attractiveness for the investor. It is in such leg- 
islation, a completely domestic issue, and in the ability to rise 
above the extreme nationalism often inspired by a small local 
class which prefers delay in the nation’s development to vigor- 
ous development with outside assistance, that the real hope for 
the future lies, rather than in a flood of resolutions by inter- 
American bodies. 


Curiously enough, in focussing on the evils of the “plural 
economy”—the foreign community operating as something apart 
and distinct from the native economy; the Anglo-American “spot 
of civilization in the wilderness’—there has been obscured the 
thoroughly local dualism which is the more significant weakness 
in Latin American economic organization. In Mexico, for in- 
stance, opportunistic union leaders who might have been ex- 
pected to concentrate upon that very dualism have not hesitated 
to combine with local vested interests in assuring them a share 
in industrial expansion undertaken by foreign concerns and in 
supporting the fullest tariff protection regardless of the effect 
on the consumer. Vicente Lombardo Toledano was reported in 
April 1946 urging that workers pay higher prices for domestic 
products than for similar foreign goods if that be necessary to 
maintain home industries. 


What is involved in the spread of industrialization, in the 
spread of the American technic as the key to economic advance, 
is a structural change which means something more than an 
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altered relationship for the foreign participant. As a leading 
American scholar has put it: “So far as our capitalistic culture 
can be transferred and is transferred to Latin America, it in- 
volves the introduction of mobility, of industrialism, of emphasis 
upon material achievement, the introduction to a degree of social 
and material insecurity—true, possibly also rising material 
standards of living. All of this involves something of a real 
threat to the exclusive position of the very wealthy, some nar- 
rowing of the gap, the horribly shocking gap between the social 
classes.” * To bottle this up in terms simply of an attack on 
foreign capital is utterly to confuse the issue. 


Taxes. Yet, results in other areas are slow incoming. Dif- 
ficult as negotiations are in Washington, it appears easier for the 
Latin American administrator to get financing out of the Amer- 
ican taxpayer than to enact proper tax legislation at home. In- 
come taxes, in many cases accepted only when the decline in 
revenue from customs duties during the depression compelled 
it and increased only when the drop in import duties receipts 
occurred during the war, tend to be lower than in the United 
States on high incomes, evasion is much more widespread and 
is tolerated except in the case of foreign companies, and in many 
cases the income tax burden on the lower income groups is 
heavier than in the United States. Mexico, with the highest 
individual income tax rates, has a top bracket in which the rate 
is 30% on income from commerce, industry or agriculture in 
excess of $100,000. In the United States a person in that 
bracket would salvage perhaps one-third of his income. A sal- 
aried man in Mexico with an income of $8,000 would pay less 
than 5% tax. In the United States one-quarter of his salary 
would go to the income tax collector. In Venezuela, the top 
bracket (about $9,000,000 per year) pays only 26%, and an in- 
come of $400,000 per year pays a surtax of only 9.75%. On 
the other hand, burdened though he is with various consumption 
taxes, the Mexican wage-earner with ten children would be 
liable for income tax on an annual income of $396, would pay 


4 Leland H. Jenks. The Political and Economic Implications of Inter- 
American Solidarity, p. 59. 
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1.3%. In Chile, he would be paying 3.5%, once past the $400 
per year level. 


And land continues to be allowed to evade its share of the 
cost of government. In addition, the semi-feudal organization 
of land has made it possible for the prevailing standards of 
social security protection to be lowered vastly within the area 
dominated by the landowning group, has discouraged any con- 
cept of the social function of land in favor of the selfish interest 
in a few cash export crops, continues to obstruct diversification 
in favor of mobility of adaptation to export markets. When the 
coffee-growing countries were pressing OPA in 1945 for a boost 
in coffee prices, they suddenly “discovered” labor in appealing 
to a labor-conscious Washington. There was much bewailing 
the future of the Colombian worker who “now passes his life on 
a wretched standard of living, desperately trying to meet his 
pressing needs.” And the Brazilian worker emerged a sad vic- 
tim of OPA, left hungry and unclothed to cogitate the cruelties 
of the good-neighbor policy. But long before OPA, when prices 
were good and fortunes multiplied, a great Brazilian sociologist 
had written of these and other Brazilian workers that “we do 
nothing well because our people are living in a perpetual state 
of malnutrition.” How typically Latin American to place in a 
new foreign government bureau the responsibility for genera- 
tions of abuses at home. 


Tariff Policy. Not only did the tax systems fail to blot up a 
reasonable share of the fabulous profits of the war years—when 
Colombian textile mills for instance were paying 20 to 50% 
dividends, when Mexican industries considered themselves mis- 
managed if profits fell below 50 to 100% on investment, when 
Brazilian traders and industrialists alike turned in profits ex- 
ceeding investment in single years—but also a drive has now 
arisen as business tapers off to make these war-time profits 
normal by boosts in import duties. The story is always ready 
as it was at the Geneva conference on the ITO charter that “we 
seek only temporary assistance for those industries for a period 
of transition,” but the French proverb pairs off too appropri- 
ately with it: Ce n’est que le previsoire qui dure. 
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Even before the war, Colombia’s import duties represented 
100% on wheat prices then current, 200% on refined sugar, 
100% on land, 30% on cotton, and the government has gone on 
to build protection for deficit staples unsuited to Colombian con- 
ditions regardless of the cost to the consumer. In Chile, a 
typical local industry—shoes—profits from customs duties rough- 
ly the equivalent of the existing retail price for low and medium 
grade Chilean-made shoes; but a Minister of Economy once 
found solace in balancing the hurt to the consumer in terms of 
the fact that “close to the engine and the boiler a concept of 
social dignity has arisen,” and presumably the “balancing”’ fac- 
tor will have to do whether the consumer likes it or not. The 
American Advisory Economic Mission to Venezuela in 1939 was 
appalled at the extent to which the tariff contributed to the 
high prices of food, textiles and other basic necessities, but al- 
most a decade later, a government unique in its financial inde- 
pendence still had a long way to go in its correction of the evil. 
The propaganda of the Brazilian textile industry that by con- 
suming more and more of Brazilian cotton at home, Brazil can 
clothe the whole world cheaply met effective rebuttal from the 
Brazilian newspaper which noted that “if there were no tariff 
protection our exported fiber could return to the national con- 
sumer made up into cloth at prices very much less than we pay 
for locally woven cloth. Yes, we could clothe the world cheaply, 
but we are clothing ourselves very dearly even in our own cotton 
when we are clothed at all.” 

Slogans are always dangerous as bases for national policy, 
and the slogan “industry regardless of cost”? may turn out par- 
ticularly dangerous for Latin America. Before the drive for 
industrialization came to Latin America, the cartoonist was 
perhaps correct who depicted a billboard reading “Consume lo 
que el pais produce,” with a text asking: Y qué produce el pais ?— 
and the devastating answer: Politicos y Generales. However, 
after the drive and the “damn the cost and the consumer” atti- 
tude, the country may be consuming what is produced at home— 
but that may be less than what it consumed previously! 

Tragedy of the Scissors. Part of the agitation for a Mar- 
shall Plan derived from fear that the prices of manufactured 
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goods and prices of raw materials and foodstuffs were at last 
beginning to move in opposite directions—that import price 
levels would continue to rise while export price levels dropped. 
Back in January 1946, Antonio Espinosa de los Monteros, a lead- 
ing Mexican financial authority and then Ambassador to the 
United States, had referred to what he called the “tragedy of 
the scissors” in the 1920s when the Latin American economies 
suffered from a similar squeeze and had forecast “definite at- 
tempts on the part of Latin American countries to reach agree- 
ments and concerted action in order to ensure a stable price re- 
lationship between raw materials and manufactured goods.” 
“There is no doubt in our minds,” he said, “that this country 
(United States) inspired by the principles of the Good Neighbor 
policy, will also support these efforts”. More recently, at the 
International Wheat Conference in 1947 the Argentine Govern- 
ment used as an excuse for torpedoeing the proposals for a 
wheat agreement the fact that it was not given protection against 
price and supply changes in manufactured goods. 


All this despite the fact that practically every Latin Amer- 
ican government had failed dismally during the war to comple- 
ment the efforts of the United States to keep the prices of man- 
ufactured goods reasonable in their countries. Despite a great 
and generally successful effort to control export prices officially 
and the subsequent voluntary restraints exercised by most of 
our major manufacturers to hold prices in line, the benefits 
were dissipated by the utter failure of controls on the other 
end—a sphere which properly belonged to the respective Latin 
American governments. The spread between the delivered price 
of imports and the prices at which those goods entered Latin 
American markets was one of the scandals of the war period. 
No better example of the irresponsibility with which outside 
assistance is sought—almost demanded—and the lack of ability 
or desire to take effective action at home can be found. The 
Argentines provide an especially poor case for United States 
action on the price relationships, remembering how the official 
Argentine trading entities have kept prices up on goods imported 
through them and have cut the prices accruing to the farmers 
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from exports far below the exorbitant prices exacted from a 
starving helpless world. 


Bases of a Marshall Plan. All this by way of indicating that 
Latin American development is not up to the United States 
alone. For our own part, we have not lacked inconsistency. 
When hoof-and-mouth disease broke out in the Mexican herds 
last winter, our Congress responded readily to the need to as- 
sist Mexico in eradication of the disease, accepting without chal- 
lenge Mexico’s inability to finance the job. It did not blink at 
estimates of at least $100 million and possibly up to $300 million 
for our share of the burden, even when told that the Mexican 
contribution might run only a million dollars per month. If 
we can spend this much on Mexican cattle, can we remain blind 
to a long-range investment in the health standards of the twenty 
million Mexican people among whom there are “populations 
in certain regions of the country where hunger is endemic?” 
We can understand, on the negative defensive side, what could 
happen to American herds if hoof-and-mouth disease spread 
from Mexico. Can we ignore the potentialities of a positive 
program, the benefits in trade and security, of a $100 million 
loan with interest at cost and amortization deferred for twenty 
years until the benefits of the expenditures make themselves 
shown in the productivity of a stronger healthier people? 


Again, even when we were freely voting $3 and $30 million 
for frills and fancies in the spirit of good-neighborliness, we 
continued to fear the introduction of $3 or $30 million of needed 
goods. The inconsistency in the matter of tariffs needs no ex- 
position here. Yet, we appear to be baffled for an approach to 
the problem, once we pass the resolution-signing stage. Even 
so great and good a friend of Latin America as Henry Wallace 
shakes it off with this gem of indecision: “Our people should 
be as liberal as possible in admitting Latin American products 
to our markets.” Presumably, Mr. Wallace would expect to see 
a limited quantity of bananas still imported despite the opposi- 
tion of producers of other fruits. He would have us “help the 
Latin American countries develop other products which we do 
not produce ourselves or which we produce in insufficient quan- 
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tities,” but what of the commodities which we produce so in- 
efficiently that we could make them much more available to our 
people by allowing more efficient production in Latin America? 


Twice in less than a decade the dangerous narrowness of the 
base of the Latin American economies has been exposed by crises 
in European trade—first, when the German successes early in 
the war cut off the outlets for about 7% of the goods produced 
in Latin America, and again, in the summer of 1947 when the 
dollar crisis in Europe threatened markets that were taking 
about $2.2 billion of goods out of total exports of $5.4 billion. 
In the first case, the United States moved promptly to vote addi- 
tional lending power of half a billion dollars for the Export- 
Import Bank to avert an immediate debacle in Latin America 
and to broaden the base of the economies. Later trade devel- 
opments provided substitute markets for the normal Continental 
European outlets, but the unavailability of capital equipment 
stood in the way of any considerable development activity. Des- 
pite the highly-publicized progress of such ventures as the Volta 
Redonda steel plant in Brazil, Latin America’s productive capac- 
ity expanded much less than did that of the United States, so 
that at war’s end the disparity was even greater. When the 
dollar crisis arose in 1947, the immediate reaction of the Latin 
Americans was to move for a United Nations economic commis- 
sion to “plan and help promote the economic development of 
Latin America with the aim of raising the level of industry, im- 
proving the use of natural resources and bettering the general 
standard of living.” And this effort was supplemented by the 
abortive effort to produce additional economic resolutions at 
the Rio Conference.” For veteran performers in the rhetoric 


5 In this case, too, the inability of the Latin Americans to think in terms 
of self-help shows itself. It was a time when the United States Govern- 
ment was devoting itself to technical studies of what goods might be avail- 
able in surplus for export under the Marshall Plan for Europe, how the 
availabilities might be increased, what forms of help might be devised. 
And the European countries were engaged in parallel studies of their posi- 
tions. But nowhere in Latin America did a government go about the task 
of determining by seri~us studies what help it might give in reconstruc- 
tion and what help it might need. Precisely the same thing had occurred 
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of the good-neighbor policy like Sumner Welles, this was a logical 
approach, to be crowned with much talk of “economy unity” 
and a statement perhaps that “the United States Government 
wishes to cooperate with all other American republics in efforts 
of each to develop the resources of its country along sound eco- 
nomic and noncompetitive lines.” But more than a statement 
of good intentions js required. 


At the present time American investments in Latin America 
are earning about $400 million per year, or from 2 to 3% of the 
total national incomes of Latin America. Despite the urgency 
of European financial demands upon us, we could use this as a 
rule-of-thumb for the volume of loans per year under a five- 
year program of investment in Latin America, since Latin 
America is short of capital and should not be put in the position 
of a capital exporter. Since the Argentine government has re- 
peatedly said that it wants no foreign loans (President Peron, 
for instance, said that “When we have no more money, we shall 
stop buying... we shall not put the country into debt... there 
will be no foreign loans ...”), this would add to the availabilities 
for public works in the remaining American republics one-fourth 
as much as total current non-armament expenditures. If the 
State Department and the Congress entered into the program as 
a sensible long-range national investment, rather than as a hur- 
ried defense against some immediate marketing crisis or against 
some vaguely defined communist threat of the moment in a given 
country, it should be possible to arrange commitments well in 
advance with individual countries so as to make possible the 
necessary integration with locally-financed public works pro- 
grams. Although the Export-Import Bank has opened credits 
of more than a billion dollars to Latin America since its estab- 
lishment in 1934, our lending has had an ad hoc character which 


during the war when the b. S. Government officials found themselves 
saddled with the task of determining what Latin America’s minimum re- 
quirements for imported goods were and lobbied within the Executive to 
get the goods for Latin America, while most of the Latin American gov- 
ernments stood on the sidelines, unwilling to devote themselves to serious 
studies of their requirements and satisfied with making a plea for help— 
or insisting on help—under the good-neighbor policy. 
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did not permit satisfactory planning and integration with local 
programs. A second failure, and one in which the cooperation 
of the other American republics will have to be forthcoming, is 
the inability to date to devise satisfactory machinery for devel- 
opmental expenditures. The credits to the Ecuadorean Devel- 
opment Corporation, the Bolivian Development Corporation, and 
the Societé Haitiano Americaine de Developpement Agricole, 
have failed to provide a suitable pattern for developmental 
financing in the less advanced countries. And the persistent 
difficulties with the Rio Doce project credits to Brazil, rarely 
discussed publicly, have not only weakened Brazilian credit in 
this country but have raised serious questions as to the ability 
of lending agencies to continue sound financing unless the bor- 
rowers show greater flexibility and more concern for achieving 
the objectives of the loans. This qualification falls in line with 
our earlier comments on the capacity of the Latin Americans 
to contribute more to their own development. Given the neces- 
sary cooperation, a lending program of this magnitude would 
not only achieve direct major advances but would stimulate a 
much larger flow of private investments. 


A second line of participation by the United States has al- 
ready been approved in principle at the last session of Congress. 
Despite the many pressing problems, the Congress extended the 
cooperative programs of the Institute of Inter-American Affairs 
and Inter-American Educational Foundation, “recognizing”, in 
the words of the Institute’s President, “the urgency of making 
common cause of the problem of elevating the basic standards 
in our own hemisphere.” Created originally under war pres- 
sure to assist with food supply programs, health and sanitation 
problems, and to contribute to the general welfare of the Latin 
American people, the Institute had had $65 million available 
($40 million by Congressional appropriation and $25 million 
from the President’s emergency funds) for cooperative pro- 
grams. Although the froth and foam of the activities of the 
Coordinator of Inter-American Affairs during the war tended 
to produce a picture of irresponsible extravagance, some of the 
expenditures—and the Institute’s program is one—were found 
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by the Congress to have considerable substance. It would make 
sense to supplement the program of financing public works with 
a long-range investment in the health and general welfare of 
the people, to accelerate the improvement which should be 
coming from increasing attention to these problems by the local 
governments themselves. Enormous advances could be made 
if the United States were to devote $100 million annually for 
five years to deferred amortization loans, as a substitute for 
the outright grants which the Institute used during the war. 


Again, a warning note must be sounded. A limiting factor— 
and a much tougher nut to crack even than the resistance of a 
U. S. Congressman—is the attitude of the Latin Americans 
themselves. One recalls that during the war, when the Rocke- 
feller Office offered a grant for public health work to one of the 
poorer countries, the immediate reaction of the government was 
to cut its own health expenditures out of the budget. It took 
much persuasion and the threat of withdrawal of the grant to 
make that government understand that we were proposing an 
increased attention to public health problems rather than a 
method by which the government could divert more funds to 
wasteful expenditures. Something of the same character is 
seen in the continuing lack of faith in the good intentions of the 
United States. However well-intentioned the Executive branch 
of our government may be and however persuasive it may be 
with the Legislative branch, the Latin Americans themselves 
have a choice to make in deciding whether they will cooperate 
whole-heartedly or exhibit the continuing distrust which could 
well defeat the efforts of their genuine friends in this country. 
One reads the testimony before the House Appropriations Com- 
mittee on the appropriation for eradication of hoof-and-mouth 
disease in Mexico with considerable sympathy for Congressmen 
who are going along with the “up to $300 million” expenditure 
inside Mexico but who are distressed to be told that the best 
scientific thought on the subject in this country has been rejected 
by Mexico so that at best a compromise method was entered upon 
which might be endangering the very sums spent. It is a mis- 
take for any Latin American government to rely too strongly 
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on the notion that the United States must export capital to Latin 
America or that it must assist in long-range health and welfare 
programs. 


Finally, and ultimately as the basis of the whole structure, 
there is ludicrous incongruity in a combination of developmental 
financing and commercial policy that would (a) bar the goods 
of the debtor; and (b) push tariffs up in the debtor nation so 
high in order to protect inefficient industries that the volume 
of goods consumed throughout the area falls. This means not 
only that the United States will have to move from “concessions” 
like binding coffee on the free list to genuine progress on sugar, 
beef, copper and similarly important commodities. It also 
means a re-appraisal of their course. by the Latin Americans. 
One thinks, for example, of the general rush of each of the larger 
Latin American countries to obtain a steel mill of its own, to be 
financed with U. S. loans and maintained, they hope, by a higher 
price structure in their own countries and by exports to the 
other Latin American countries, each of which is simultaneously 
preparing to export to the others under a similar program. 
One thinks of the officials connected with the Volta Redonda 
plant in Brazil who, long before the plant was ready, were going 
around to other producers of iron and steel products who were 
already adequately protected by tariffs to ask that they join 
in a campaign to boost import duties so that the new plant might 
be able to continue in business (once started) against the com- 
petition of efficient producers. 


When don Pedro de Valdivia was leaving Peru to undertake 
the conquest of Chile, the Cuzco Indians kept repeating: “The 
gold, master, is farther south. The gold, master, is farther 
south.” But as a competent Minister of Economy of Chile said: 
“And there was no gold. More correctly, there was no gold 
until the gallant Castillians resigned themselves to extracting it 
with their own hands, alternating their armed vigil with min- 
ing.” He related the story as symbolic of Chilean—and he 
might have said Latin American—reality. “Through four cen- 
turies we have fed the illusion of an unparalleled wealth, the 
hope of an easy life, and we have always had to admit, without 
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really being convinced, that the only wealth of the country con- 
sists in work, in perseverance in endeavor, applied to a land 
which is loath to surrender its fruits. The legend of our pre- 
tended wealth has harmed us. It is time we reacted and under- 
stood that we have a rough road before us.” ° 


Today it has become the practice to say: ‘The gold, the gold 
lies up north.” To this gold too the approach has been ob- 
structed by the legend of unparalleled wealth and the hope of 
an easy way through to it. Or as one Brazilian critic put it, 
“We seemed to have been dazzled by the glittering of the butter- 
fily’s wings, the brilliant coloring of the flowers and the resound- 
ing uselessness of our wild waterfalls.” If acceleration of the 






6 While the myth of an El Dorado dies hard, one of the recent en- 
couraging developments in Latin America has been the willingness of in- 
telligent analysts to face the facts about the “untold riches.” There was 
a time when one heard only that “a smaller proportion of its land is unfit 
for cultivation than on any other continent ... it currently farms only 
4% of its cultivable land ... has a water power potential more than 
double that of the United States ... Brazil’s 1000 million acres of timber 
alone comprise one-eighth of the world’s timber resources . . . comprising 
one-sixth of the land surface of the world, Latin America has one of the 
four major producing areas for copper, containing one-third of the known 
reserves of copper ore, one of the greatest concentrations of tin deposits, 
the largest single reserve of high-grade iron ore, some 12 billion tons plus 
great deposits elsewhere in Latin America . . . petroleum production 
one-sixth of the world total, with new exploration continually revealing 
abundant reserves . .. accessive extensive bauxite reserves accounting 
for 20% of world production already ... tremendous resources of man- 
ganese, lead, zinc, and other minerals.” Today, watching their greatest 
asset—the human asset—wasting away, intelligent Latin Americans are 
rising to a better sense of values. They reject the phrase “rich Ameri- 
cas” as long as six out of every ten persons in Latin America are suffer- 
ing from the plysical effects of hunger ... as long as delegates to an 
International Conference on Nutrition can be told that “the American con- 
tinent is undergoing a veritable tragedy due to under-nourishment .. . as 
long as the majority of Colombian urban workers suffer uncinariasis and 
tropical anemia for lack of sanitary facilities ...as long as a third of 


the workers in lush Mexico City can only afford elemental shacks ... as 
long as persons born and living in Latin America have a life expectancy 
15 to 30 years less than those born and living in the United States... as 


long as half of the men in Rio de Janeiro who reach working age are dying 
before 29. 
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economic development of Latin America is to occur, it will not 
stem from panicky action of a United States that does not know 
what else to do with its gold, or from a distrustful Latin America 
deigning at best to accept assistance without making an effort to 
clear the barriers to economic freedom that could be removed 
without outside assistance. 













Argentina at the “Jue 
P an ili — erence 


By iii + MeGann 


The First International American Conference, which con- 
vened in Washington, D. C. on October 2, 1889, was the culmi- 
nating event of a number of years of markedly cordial inter- 
American relations. Hemispheric good feeling towards the 
United States of America stood at a level probably unachieved 
since the era of Latin American independence two full gener- 
ations before.’ 


















Given these harmonious auspices, the United States was in 
a reasonably strong position to attain, as a maximum, some part 
of the extensive program which it had drawn up for conference 
consideration and action, and, as a minimum, to confirm itself 
in the role of friendly champion of a strengthened Pan Ameri- 
canism. The failure of the United States delegation to achieve 
the main objectives of its burgeoning Pan American policy, or 














1 See John Bassett Moore, The Principles of American Diplomacy, (New 
York and London, 1918), pp. 383-586, and J. B. Lockey, “James G. Blaine”, 
The American Secretaries of State and their Diplomacy, (S. F. Bemis, ed.., 
New York, 1928), VII, pp. 273-274. Hemispheric harmony included Argen- 
tine-United States friendship. Argentine hostility toward the U. S. wool 
tariff was a portent more than balanced in 1889 by recent Argentine re- 
quests for, and acceptances of, U. S. arbitration and mediation. See J. B. 
Moore, History and Digest of the International Arbitrations to which the 
United States has been a party, (Washington, D. C., 1898), II, pp. 1928- 
1943; ibid., pp. 1969-2025; and, Papers relating to the Foreign Relations of 
the United States (etc.), (Washington, 1862), 1881, No. 10, pp. 15-16. 
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even to preserve unchallenged hemispheric hegemony, was the 
result of the unrelenting opposition of the delegation represent- 
ing the Argentine Republic. This paper traces Argentine-United 
States conflict—which was from beginning to end the dominant 
fact of the conference—through the four major issues with 
which the assembly dealt: the problems of organization and 
procedure, the monetary union, the arbitration agreement, and 
the custom union.” 


Organizational and Procedural Conflicts. On May 24, 1888 
the President of the United States signed into law an act of 
Congress authorizing him to invite the nations of the western 
hemisphere to meet in Washington, D. C., the following year. 
The essential portion of the preamble of the act states that the 
nations are invited to assemble “. . . for the purpose of discussing 
and recommending for adoption to their respective governments 
some plan of arbitration . . . and for considering questions re- 
lating to the improvement of business intercourse and means 
of direct communication between said countries, and to encour- 
age such reciprocal commercial relations as will be beneficial to 
all and secure more extensive markets for the products of each 
of said countries.” The specific purpose of the meeting was 


2 Minor, but no less significant Argentine-United States disputes oc- 
curred over the following lesser points of the agenda: standardization of 
weights and measures, the plan to subsidize an Atlantic steamship service, 
and the proposal to equalize customs dues. See, respectively, International 
American Conference: Reports of Committees and Discussions Thereon, 
(4 v., Washington, D. C., 1890); Vol. I pp. 77-93; Ibid. pp. 265-275; Ibid., 
pp. 412-504. The negligible area of United States-Argentine agreement 
was attained by United States concurrence with the views of Argentina, 
and not the reverse. See the debates on International Law, Extradition, 
and Patents and Trademarks in /bid., II, pp. 555-569; II, pp. 570-624; and 
II, pp. 876-953, respectively. For obvious reasons there was little or no 
conflict between the two nations on the following topics: (1) Pacific navi- 
gation, (2) Caribbean navigation, (3) Sanitary regulations, (4) the Inter- 
Continental Railroad, (5) the facilitation of inter-American banking, and 
(6) the establishment of an inter-American information bureau. See (1) 
Ibid., I, pp. 267-311; (2) I, pp. 312-342; (3) I, pp. 505-555; (4) I, pp. 93- 
103; (5) II, pp. 829-876; (6) Minutes of the International American Con- 
ference, (Washington, 1890), pp. 681-689, session of April 14, 1890. 
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to be the consideration of: ‘‘(1) Measures that shall tend to 
preserve the peace and promote the prosperity of the several 
American states. (2)Measures toward the formation of an 
American customs union... (3) The establishment of frequent 
communication between the ports of the several American 
states ... (4) The establishment of a uniform system of cus- 
toms regulations ... and port dues... (5) The adoption of a 
uniform system of weights and measures ... (6) The adoption 
of acommon silver coin... (7) An agreement upon... a definite 
plan of arbitration ... (8) And to consider such other subjects 
relating to the welfare of the several states represented as may 
be presented by any of the said states...” The act concludes 
by specifying that the President may appoint ten U. S. delegates 
to the conference, that the other states may send as many dele- 
gates as they wish, but that each state shall be entitled to only 
one vote.’ 


The invitation of July 13, 1888, extended by the Secretary of 
State of the United States to the other nations under provision 
of this act, repeated the terms of the law enumerated above. 
The Secretary of State then went on to add: “I have to call your 
particular attention to the scope and object of the conference 
suggested, which, as will be observed, is consultative and recom- 
mendatory only. The proposed conference will be wholly with- 
out power to bind any of the parties thereto... The topics for 
discussion are manifestly of profound importance, and it is be- 
lieved that a friendly and frank exchange of views in relation 
to these subjects will be of practical use .. . Certain topics are 
suggested as proper subjects for a comparison of views, but the 
field is expresslv left open to anv participant state to bring 
before the conference such other subiects as may appear im- 
portant to the welfare of the several states represented.” 4 

All the independent nations of Spanish America accented 
this invitation without reservation, except Santo Domingo, 


3 Statutes at Larae of the United States of America, Boston, 1845-73; 
Washineton, 1874—, XXV 155. 

4 Foreian Relations. 1888. Part II, No. 1129, pp. 1658-1659, Circular 
Letter of T. F. Bayard, July 13, 1888. 
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which refused to attend for a reason largely unrelated to the 
conference, and Chile, which reserved the right to refuse to 
participate in any discussion of arbitration proposals.* Argen- 
tina responded quickly and without reservation on October 10, 
1888.° 

The precise meaning of the convening act of Congress was to 
have unusual significance for Argentine-United States relations 
within the conference. Of equal importance was the quality of 
the men composing the two delegations, who were to play the 
chief parts in the deliberations. 


The ten United States delegates were headed by John B. 
Henderson, wealthy and elderly lawyer and former senator, who, 
although he held no public position at the time of the conference, 
was apparently a man of influence in Washington. He was 
possessed of no experience in the diplomatic profession, nor in 
international conferences, nor had he any knowledge of the 
Spanish language. Among the other U. S. delegates William 
Henry Trescott alone was a trained diplomat; he also had some 
familiarity with Spanish. The remainder of the delegation 
was composed of rich merchants and industrialists, among whom 
the names of Andrew Carnegie, Clement Studebaker, and T. Jef- 
ferson Coolidge are recognizable today. None of these men had 
diplomatic experience and only one, a merchant named Flint, 
spoke or understood Spanish.® The fitness of this delegation 
for the task at hand was delicately phrased by Matias Romero, 
Mexican minister in Washington, dean of the diplomatic corps, 
and head of the Mexican delegation to the conference, who, writ- 


5 Santo Domingo rejected the invitation because the United States had 
failed to ratify a reciprocal trade treaty made in 1884. See Reports, I, 
25-27 for Santo Domingo’s reply to the invitation. Chile reserved arbi- 
tration topics from discussion because of the unsettled territorial results 
of her recent victorious War of the Pacific. See ibid, 20-21. 

6 Tbid., 15-16. 

7 Dictionary of American Biography, 21 Vs.; Var. Eds., New York, 
1928-44), Sketch of John B. Henderson by J. G. De R. Hamilton. 

8 Ibid., Sketch of William H. Trescott by F. B. Simkins. 

9 Matias Romero “The Pan American Conference,” North American 
Review, CLI, No. 3, (Sept. 1890), 358. 
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ing only a few months after the close of the conference said, “It is 
entirely useless, as far as the Latin American nations are con- 
cerned, to enquire whether this government [the U. S. Govern- 
ment] could have selected gentlemen better fitted for the work, 
because if those appointed had not the necessary qualifications, 
th United States was the principal sufferer from any embarrass- 
ment that resulted.'° Romero himself spoke and wrote flawless 
English, and it was his tactful mediation, together with the tact 
and parliamentary skill of James G Blaine, which combined to 
save the conference from potential collapse on several occasions. 

The Argentine delegation was composed of three men, only 
two of whom participated in the conference. Vicente G. Ques- 
ada, Argentine minister to the United States from 1885 to 
1892, writing to his son in Buenos Aires a few months before 
the meeting had said, “I have requested and insisted [to the 
Argentine government] that three delegates be named, consid- 
ering that the United States has named ten, so that it may be 
possible, with the other Latin American delegations, to equalize 
the influence of the North Americans.” '! When the Argentine 
government, in apparent agreement with this opinion, nominated 
Quesada himself, and two others, as delegates, Quesada requested 
permission to return to the Argentine on leave during the sitting 
of the conference; he later stated that he realized that the role 
he would have to play at the conference would seriously impair 
his post-conference diplomatic activities as Argentine minister 
in Washington.'? Quesada’s reason for requesting leave at this 
time was remarkably prophetic of the course which the con- 
ference was to take, especially when we consider the fact that 
Quesada met the other two Argentine delegates in Europe while 
they were en route to the conference, and the three men con- 
certed their ideas to the point of unanimity on all the issues to 
be discussed.'* 


10 [bid, 358. 

11 V. G. Quesada, Recuerdos de Mi Vida Diplomadtica: Misién en Estados 
Unidos, 1885-1892, (Buenos Aires, 1904), 119. 

12 Jbid., 118. 


13 Ernesto Quesada, Primera Conferencia Panamericana, (Buenos Aires. 
1919), 4. 
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It was to prove unfortunate for the achievement of the 
agenda which the United States government placed before the 
conference and tried to support in discussion, that the two active 
Argentine delegates to the meeting were Manuel Quintana and 
Roque Saenz Pefia. Both men were international lawyers, 
skilled orators, experienced alike in national politics and in di- 
plomacy, both had been delegates to an international conference 
of American states held in Montevideo the previous year, both 
coincidentally, were to become presidents of Argentina.’ Saenz 
Pena, at a vigorous prime of 38 years, became Foreign Minister 
of Argentina for six years on the day of the closing of the First 
Pan American Conference. 


Although these delegates from the United States and Argen- 
tina assembled in Washington under a frankly worded invita- 
tion, and with a mutual history of prevailing amicability, extend- 
ing back with little disturbance to the founding of the Argentine 
Republic, it was soon made painfully clear to the North Ameri- 
cans that new forces were at work in the western hemisphere. 


Symbolic of future Argentine-United States relations was 
the first official action of the Argentine delegates,—a voluntary 
boycott of the opening meeting of this, the First Pan American 
Conference. Although diplomatic custom provides that a mem- 
ber of the inviting delegation be chosen to preside over an in- 
ternational assembly, the unique nature of this inter-American 
gathering, the lack of an outstanding United States diplomat- 
delegate, and the great personal interest which James G. Blaine 
had long displayed in Pan Americanism, seem to have persuad- 
ed the majority of the conference delegates, prior to the first 
session, to agree to the election of the United States Secretary of 
State as the permanent president of the assembly on the opening 
day.’ Alone among the nations represented, Argentina refused 


14 Enrique Udaondo, Diccionario Biogrdfico Argentino, (Buenos Aires, 
1938), Sketches of Manuel Quintana and Roque Saenz Peiia. 

15 Such, at least, are the obvious reasons motivating Blaine’s selection. 
See A. Curtis Wilgus, “James G. Blaine and the Pan American Movement”, 
The Hispanic American Historical Review, V, Nov., 1922, pp. 662-708 for 
an account of Blaine’s patient work on behalf of Pan American cooperation. 
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to agree to Blaine’s election, insisting that a man not accredited 
as a conference delegate was ipso facto barred from holding the 
office of president of the assembly. This technicaily rigut and 
righteous position was not sufficiently strong to persuade tne 
Argentines to take the extreme step of casting a solitary vote 
against the U. S. Secretary of State. Instead, the two Argen- 
tine representatives absented themselves from the first session 
of the conference on Oct. 2, 1889 and, spurning the usual diplo- 
matic “illness”, rode through the streets of Washington in an 
open carriage.!® 

That Argentina had not correctly assessed the actualities of 
the conference political balance may be deduced from her fai.ure, 
despite this bold step, to obtain support from any other Latin 
American nation. Further, the failure of the Argentine dele- 
gates to withdraw immediately from an assembly whose perma- 
nent president they had declared not qualified to hold office laid 
these gentlemen open to the suspicion that they realized that 
there was more to be gained by wintering in Washington than 
by summering at Mar del Plata. By this initial act Argentina 
displayed a degree of intransigeance toward the United States 
not only surprising, but ominous for the future of cordial and 
cooperative Pan Americanism hailed by Blaine in his welcoming 
address to the delegates. 

The conference adjourned the same day it assembled, not 
to reconvene until November 18th. The reason for this lengthy 
adjournment was the interjection of a 6000-mile, “de luxe” rail- 
road excursion, conducted by the United States government for 
the benefit of the visiting delegates, and with the apparent obiect 
of casting considerable light on the industrial might of the 
United States on display in all the great cities east of the Missis- 
sippi.'7 This extensive North American advertising effort was 


16 Ernesto Quesada, op. cit., p. 7. 

17 Reports, Vol. IV, is the “Excursion Appendix” of the conference doc- 
uments. This tour, typically complex and efficient in its execution, was 
truly remarkable for the ebullient economic theory and intense national 
pride which local leaders endlessly displayed to their fast-tiring Latin 
American guests, who however, managed to pretty much equal the score 
with astounding flights of oratory. 
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wasted on Argentina. None of the Argentines bothered to go 
along, literally as well as figuratively, with their fellow delegates. 
Alone among the seventy-three delegates and subordinates com- 
prising the conference personnel, the gentlemen from Argentina 
declined the opportunity to witness the material prosperity of 
the United States of 1889. The natural result on relations with 
the United States of this pointed indication of the Argentine 
attitude has been summarized by an Argentine scholar in the 
following manner: “No Argentine delegate was present to 
speak at the series of parties and banquets at which all the other 
delegates spoke. This augmented the tense relations with the 
United States delegation, because of the open rebuff which 
seemed to be implied.” '* 


The excursionists returned to Washington and sessions were 
resumed on November 18, 1889. There followed long weeks of 
wrangling over rules and procedures, during which the Argen- 
tine delegation led the Latin American representatives in op- 
position to the United States. This prolonged period of petty 


conflict,'” lasting from November 18 to January 15, caused an 
accumulation of ill will between the two delegations which flared 
out later in the conflict over the major issues of the meeting. 


18 Ernesto Quesada, op. cit., 7. 


19 Rare was the issue, no matter how minor, that did not see some clash 
of Argentine with North American. An example of the sort of daily aggra 
vation which marked the meetings may be found in the second session 
(Nov. 18). While the Argentine delegates were busily establishing the 
parity of the Spanish and English languages within the conference, the 
U. S. delegates Flint and Bliss persisted in introducing extraneous peti 
tions and invitations from various private parties outside the confer 
ence. Quintana soon put an abrupt end to this practise by proposing 
and having voted a resolution that “these invitations . . . should be under 
stood to be addressed to the delegates individually . . . and not to the con 
ference, which cannot take action upon subjects not comprised in the act 
of Congress, providing for its meeting.” See Minutes, 19-20. This was 
the first appearance of the principle which Argentina later applied to more 
important problems—the principle of restricting the activity of the con 
ference to its narrowest prescribed bounds, as those bounds were under 
stood by the Argentine delegation. 
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The language barrier was a persistent complication through- 
out the conference, and one which, by its nature, the Argentine 
delegates, neither of whom knew any English, were not disposed 
to compromise. On the first day of the resumed meetings, 
Quintana made the issue clear to the North Americans. Unac- 
countably, no preparation had been made for interpretation at 
this session. The minutes of the meeting of October 2 having 
been read in English, Blaine moved the next business, but had 
not proceeded before Quintana made a positive request that 
the journal be read in Spanish. This task was undertaken by 
Romero, the Mexican delegate. Directly this had been done, 
Quintana submitted the following resolution, “. .. to elect... 
two secretaries who speak both the English and Spanish lan- 
guages correctly.” 2° There was a double motive behind the 
passage of this resolution; not only did Quintana intend to es- 
tablish the parity of the two languages in the sessions but he 
was also aiming at the elimination from the conference of Will- 
iam E. Curtis, a man of some political influence whom Blaine had 
nominated chief secretary of the assembly. Curtis was dis- 
tinctly persona non grata to the Latin American delegates, by 
reason of a book which he had recently written after a very brief 
tour of the capital cities of the Spanish American countries.?' 
By the terms of Quintana’s amendment, Curtis, who spoke no 
Spanish, was automatically eliminated from the chief adminis- 
trative position of the conference. Blaine, however, circumvent- 
ed Quintana’s resolution by appointing Curtis “executive officer” 
of the conference, a change of title which could hardly have im- 
proved the sentiments of the Argentine and other Latin dele- 
gates.?? 

20 Tbid., 18. 

21 William E. Curtis, The Capitals of Spanish America, (New York, 
1888. In this vivid book, Curtis concedes a place to Argentina as the only 
Latin American nation worthy of comparison with the United States. 

22 A similar unpleasant incident occurred later concerning a Cuban 
secretary of the conference named Pierra. In this case the shoe was on 
the other foot, the Latins fighting to retain him, and the United States 
voting to accept his disgruntled resignation. Argentina played no particu- 


lar part in this affair, however, other than to support the Latin position 
in the matter. See Minutes, 32-52, 194, 219, 273-275. 
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In this atmosphere of tension between the Argentine and 
United States ueiegations, already marked by the opposition of 
the Argentines to the seiection of Blaine as president of the 
assembiy, by their boycott of the first session and of the excur- 
sion, by antagonism to Curtis, and by the language barrier, par- 
ticularly provoking, in the days before simultaneous transiation 
broadcasts, between these two most important delegations, the 
conference proceeded to the business of devising a set of rules 
for its own governance. In this vital matter of internal organ- 
ization a fundamental divergence between Argentina and the 
United States became apparent, a divergence which effected the 
entire course of the conference. In brief, the Argentine del- 
egates sought from the outset to construct and interpret a set 
of rules which would effectively gag freedom of discussion. 
This was in opposition to the broad interpretation of the scope 
of the conference advocated by the United States in the inter- 
est of free and cooperative exchange of opinion among the many 
assembled nations. The arguments came to pivot eventually 
on the interpretation of the convening act of Congress which was 
the basic law of the conference. The Argentine position, which 
claimed that only the specific topics enumerated in the convening 
act were allowable subjects for discussion by the conference, was 
well taken, cogently argued and ultimately victorious. The sus- 
tained Argntine effort to limit the scope of the conference 
can most reasonably be attributed to a fear that the restless 
power of the Unied States would influence the conference to 
exceed the authority and the bonds which had been assigned to 
it, and by encroachment on the national sovereignty of the na- 
tions assembled, would, in the name of Pan American interna- 
tionalism, emerge from the conference the uncontested arbiter 
of the western hemisphere. 


Discussion of a few examples will illustrate the tenor and 
tendencies of the Argentines in these organizational conflicts 
with the U.S. delegation. A primary obstacle to the formation of a 
set of rules, and an obstacle to which the Argentines were by 
no means disposed to cede their views, was the disparity between 
Anglo-Saxon and Latin parliamentary procedure. The chair- 
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man of the Rules Committee was a Chilean delegate, but Quint- 
ana, a member of the Committee, soon took over leadership of 
the discussions. One of the first clashes came on November 27 
when chairman Blaine rather naively proposed that the estab- 
lishment of the sequence of delegates having right to the floor 
should be left to the courtesy of the delegates themselves. Quin- 
tana and Sienz Pena took their feet successively to inform Biaine 
that, “International congresses do not ordinarily make rules .. 
{but that] when rules are made they adopted rules .. . to fix the 
order of speaking to avoid having to decide it in each case.” ** 
Blaine withdrew his optimistic motion, and by unanimous vote 
the conference established the rule that the sequence of delegates 
on the floor would be the order in which the floor was requested.** 
This checked Blaine’s effort to establish an atmosphere of free 
and easy discussion, and precluded the possibility that the United 
States delegates might obtain an advantage over less influential 
delegations by monopolizing the floor through the “courtesy” of 
other friendly representatives, such as the pro-United States 
Mexican deputation. Quintana’s rule assured to Argentina the 
right to the floor each time she demanded it. 

At the next session, Estee of the U.S. delegation proposed a 
rule whereby the minutes of previous meetings would be certified 
only by the secretaries of the conference who had acted at those 
sessions. Quintana and Estee disputed this point for two days, 
until Quintana put an end to the matter by “suggesting that 
there was a misapprehension that I would like to see removed. 
It is that of confounding this conference, composed of repre- 
sentatives of independent nations, with national legislative bod- 
ies; that this conference . . . is subject to the requirements of 
international law; that the only signatures which give authentic 
itv to the journal are those of the delegates themselves, and no 
others can be accepted or recognized.” The vote was thereupon 
taken, Estee’s motion and the United States were defeated, 10 
to 5,75 and Quintana’s wishes were embodied in the conference 


23 Tbid., 36-37. 

24 Reports, I, 56, “Rules of the Conference,” Article VIII. 

25 Minutes, 46-47, Nov. 29; the quotation is the paraphrased version 
given in ibid., 50-51, Dec. 2. 
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rules.2° Apparently the Argentine motive in this dispute was 
the belief that if all delegates were required to certify all min- 
utes, the responsibility felt by each man to his government and 
to public sentiment would be increased, and would go far toward 
the limitation on extraneous discussion and unwarranted com- 
mitments which was desired by the Argentine delegation. So 
complete was the Argentine victory in this matter of strict re- 
sponsibility to the journal of the assembly that at a later session 
it was voted that the omission of even one delegate’s signature 
would invalidate the day’s proceedings . The vote on this ques- 
tion was an 8 to 8 tie, which had the effect of sustaining the 
Argentine demand.?? 

Time after time the Argentine delegates arose to protest, 
to limit, and to bind the powers of the delegates into narrow 
paths where the activity of the conference would be more amen- 
able to parliamentary controls. When the United States moved 
to allow the private secretaries of the delegates to attend ses- 
sions, Quintana opposed, and the proposal was voted down, on 
the grounds that “private secretaries have no official charac- 
ter.” °8 Since the conference was not public, Quintana had jus- 
tification. Perhaps his maneuver eliminated a potential source 
of “leaks” from the conference, leaks which might have given 
an embarrassingly bad press to the Argentine delegation and 
to their nation. 

Henderson proposed that the conference appoint the im- 
portant Committee on Committees; Quintana counter-proposed 
that Blaine himself make the selection of all committee members, 
and this was finally done.2® It would seem that this was a case 
of implicit trust in Blaine, the man whom the Argentines had 
so recently rejected ; actually it is more likely that the Argentines 
aimed at strengthening their position in the various commit- 
tees—believing that Argentina would receive from the tactful 
Secretary of State a larger share of key committee assignments 


26 Reports, I, 58, “Rules of the Conference,’ Art. XIX. 
27 Minutes, 55-57, Dec. 4. 

28 Thid., 50-51, Dec. 2. 

29 Tbid., 84-85, Dec. 7. 
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than would be received from a seven man group which would un- 
doubtedly think of six or perhaps seven (if Argentina was not 
placed on the Committee of Committees) different countries be- 
fore the wishes of Argentina were considered. 


The clashes described indicate some of the opposing positions 
taken by the Argentine and North American delegations during 
the organizational phase of the conference. The upshot of the 
struggle over the rules was the adoption, virtually unaltered, of 
the original report of the Committee on Rules, six of whose seven 
members were Latins—a report based on the rules which had 
been adopted at the wholly Latin international congress in 
Montevideo the previous year—a conference in which Quintana 
and Séenz Pena dominated the proceedings.*° 


Quarrels between Argentines and North Americans over 
matters of pure precedence or fancied injury have been omitted 
here.*! Basic antagonism had been revealed by the struggles 
over certification of the minutes, over the appointment of offi- 
cials and committees, over the order in which delegates might 
have the floor, and by the whole trend of the preliminary work 
of the conference, all of which gave warning that the Argentine 
and United States delegates were ill prepared to cooperate in 
the coming debates over the far reaching proposals awaiting 
study and decision by the eighteen nations of the Americas. 


The Conflict Over the Monetary Union. The Committee on 
the Monetary Convention of the conference was comprised of 
seven delegates, five of whom were Latin Americans, but none 
Argentine, and two North Americans, Estee and Coolidge. On 


30 The rules were adopted piecemeal in the sessions of Nov. 21, 27, 29, 
and Dec. 2 and 4; see ibid., 27-30, 35-41, 42-48, 49-52 and 53-59, respectively. 
CF. also Romero, loc. cit., 361. 

31 Such a fancied slight was green in a leading Argentine’s mind thirty 
years later. See E. Quesada, op. cit., 7-8, based on an incident between the 
two delegations which originated in the session of Dec. 5; (see Minutes, 
60-77, Dec. 5, 1890). E. Quesada, op. cit., 4-5 wrote of the “violent colli- 
sion’ of the two delegations throughout the conference, saying, “The two 
Argentines demonstrated from the outset that they were not disposed to 
submit to any hindrance, and were the axis of discussion up to the very 
end, in constant dispute with the North Americans.” 
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March 12, 1890, after lengthy study, the committee submitted its 
recommendations, but not in a single report. Instead, three 
separate reports were put forward. The five Latin delegates 
united in the majority report and recommended that the dele- 
gates to the conference propose to their governments the forma- 
tion of a commission which would do precisely what the conven- 
ing act of Congress specified—establish by technical study an 
“international silver coin.** The two United States members 
of this committee each submitted a minority report. The com- 
plexities of the coinage arguments of these two gentlemen need 
not detain us here. Whether their disagreements over the tech- 
nical problems of an international coinage could have been ironed 
out in a more friendly atmosphere cannot be determined. It is 
certain, however, that the awkward division among the U. S. 
delegates was to prove unfortunate for the proposition of an 
international silver coin, and for the prestige of the United States 
within the conference. The Argentine delegates promptly cap- 
italized to the fullest extent on the split in the ranks of the North 
Americans. The Argentine attack came in two forms; first, by 
shrewdly seizing on the basic procedural dilemma created by 
the split in the U. S. delegation, and second, by attacking and 
defeating the proposed use of silver in the international coin as 
described in the convening act of the conference, in the majority 
report of the Committee on the Monetary Union, and which was 
supported partially by both Estee and Coolidge, despite the 
North American disagreement as to details. 


The lengthy exchange of speeches between fellow-delegates 
Estee and Coolidge which marked the opening of the coinage 
debates on March 26th was not interrupted by the Argentine 
delegates for several hours. The paralysis caused by the dis- 
sension in the U. S. ranks needed no cultivation by the Argen- 
tines. Finally, however, the situation seemed ripe for attack, 
and Quintana took the floor to say: 


The question before the conference, and which can- 
not be set aside, is one of the most important which 


82 Reports II, 624-639. 
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has arisen... The United States delegation lacks 
official instructions from its government upon this vital 
subject, which is one of those which the conference was 
expressly invited by this government to discuss ... The 
attitude maintained by the United States delegation 
confirms this fully ... A delegate only represents one 
nation, a nation has but one vote, and in the presence 
of these facts I ask myself; How can a single delegation 
advance two opinions, two ideas, two plans so entirely 
distinct that they contradict each other openly? ... 
Is this a conference of private individuals speaking for 
themselves, or is it a diplomatic conference in which 
each delegate represents the idea of his government? 
... This conference owes its birth to a law of the United 
States; the delegates have presented their respective 
powers; these powers have been ratified in the bosom 
of the assembly, but the delegate who speaks in his own 
name speaks without full power; and I say further, if 
he is not able to interpret his powers he has no voice 
in this assembly; he has no right to present his private 
opinions to representatives of foreign governments... 
This being the case ... the Argentine delegation, in 
harmony with the ideas expressed by it from the first 
day, insists that it cannot take these opinions into con- 
sideration nor continue negotiations upon this basis. 
It will have the greatest pleasure to remain here to the 
close and to treat of all subjects for which the confer- 
ence was convened, but these must be treated officially, 
and with those who hold an official character, and speak 
in the name of their government.*° 





This blunt accusation leveled against the United States del- 
egation, together with the half-stated threat to withdraw from 
the conference, threw the U. S. representatives into a frantic de- 
fense of their weak position. While the other nations sat in si- 
lence, Estee, Coolidge, and Henderson argued bitterly against 
Quintana and Saenz Pefia throughout the sessions of March 26, 
27, 28, 31, and April 1, 2, and 7. The principle upon which the 
Argentines based their firm stand has already been alluded to, 
namely, that the scope of the convening act of the conference 
must be rigidly respected, to the exclusion of all debate or ex- 


33 Jbid., 713-716, March 26. 
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change of opinion which might be deemed extraneous. By this 
principle Argentina could hope to control the discussions of the 
assembly ; within this principle she could attack the specific issues 
which she opposed. 


The North Americans rebutted. Estee defended the obvious 
lack of instruction in the U. S. delegation by claiming the pro- 
tection of Article IX of the “Rules of the Conference,” which 
stated that each delegate might submit to the conference his 
written opinion upon the matter in debate.** Coolidge contrib- 
uted the thought that if the Argentine delegates wanted to know 
the opinion of the U. S. delegation on any given topic, all they 
had to do was call for a vote and they would get the U. S. 
opinion, although he failed to indicate how long it might take 
the ten U. S. representatives to unite their diverse views.*® 


Roque Sienz Pefia directly demolished the United States 
defense. He pointed out that, although the United States dele- 
gates seemed proud of the fact that they were uninstructed, all 
the other delegates had been properly instructed; that in diplo- 
matic practise acts ratified by instructed delegates morally bound 
the governments of those delegations, whereas uninstructed 
delegates bound no one by their individual opinions; that the 
Article IX referred to by Mr. Estee had not been conceived to 
apply to the different representatives within a single delegation, 
but to each delegate speaking for his deputation as a unit; and 
that, finally, “I will not vacillate in saying that if the delegation 
of the United States does not hold the opinion of its government, 
the Argentine delegation will refuse to give its opinion on this 
subject [the monetary resolution].” *6 


34 Tbid., I, 56, “Rules of the Conference,” Art. IX; ibid., II, 717 for 
Estee’s speech of March 26. 

35 Tbid., 718, same day. Romero, op. cit., 409-410 states that he gained 
the impression during the conference that Blaine had purposely left the 
U. S. delegates uninstructed to facilitate free discussion and to avoid the 
appearance that the United States was attempting to impose its decisions 
in every phase of the conference. If this is true, Blaine made a regrettable 
mistake. 

86 Reports, II], 721-723, March 26. 
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For the second time in the same day the Argentines had given 
warning that they might refuse to participate in conference 
debates. The hoped-for Pan American structure would tumble 
down before it was erected. Henderson, head of the U. S. dele- 
gation, hastily moved the adjournment of the prolonged session. 

On the following day, March 27, mediatory efforts were made 
by the Colombian and Mexican delegates, and some of the other 
Latin representatives discussed practical phases of the proposed 
international coinage.** All this had little immediate effect on 
the Argentines, who reported themselves ill and did not attend 
this session.** 

By March 28, the United States had retreated. Instead of 
more speeches by Estee and Coolidge, Henderson submitted a 
signed amendment to be attached to the majority report in lieu 
of the previous double minority report. This new amendment 
was identical in meaning, if not in wording, with the report of 
the majority of the committee.*® The division in the U. S. dele- 
gation seemed to have healed itself overnight, yet a slight flavor 
of independence had been salvaged from the wreckage as a salve 


to the North American claim to free opinion. The gentlemen 
from Argentina were still ill.*° 


Quintana was in his seat at the next session on March 31.*! 
The U. S. delegation soon learned that the coinage issue could 
not be disposed of on the basis of Henderson’s compromise 
amendment as quickly and quietly as they might have wished. 
Quintana was conciliatory—at first. There was no need, he 
said, of performing the unpleasant task of replying to Mr. 
Estee’s speeches of March 26, for, “Why discuss the contradic- 
tory plans of Messrs. Coolidge and Estee if they represented 
nothing more than their personal ideas, and must in the end be 
replaced, as they have been, by a plan proposed by the United 
States delegation [Henderson’s amendment], which I must sup- 


37 [bid., 737-738; 741-748. 
38 Minutes, 556-557. 

39 Reports, II, 750-762. 

40 Minutes, 556, March 28. 
41 Jbid., 581, March 31. 
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pose is the faithful expression of the ideas of its government.” 
This whole disagreeable incident having been cleared away, 
Quintana went on to say, it remained only to analyze the com- 
mittee’s report and the U. S. amendment thereto, and to vote 
upon them according to their merits, for, although the nations 
were called together to discuss adoption of a common silver coin, 
it was quite proper to regard the use of silver as unacceptable if 
such happened to be one’s opinion. Argentina, he said, was 
willing to discuss a common coin, but why silver? ‘42 This was 
too much for Estee, who rose to protest that the United States, 
having already ceded to Argentina the disputed point of inde- 
pendent opinion for each delegate, now had to see the monetary 
plan itself attacked. Unperturbed, the Argentine replied to this 
by introducing his own plan, which omitted any mention of 
silver as the metal to be used in the proposed coinage.** Once 
again the issue was drawn between the Argentines and the 
North Americans. 

The session of April 1 ** was devoted to arguments for and 
against the use of silver, and for and against returning the whole 
matter to committee. Argentina moved that the problem re- 
turn to the committee. The vote was taken, and the Argentine 
motion was affirmed by ten votes to four. With the United 
States voted Haiti, Costa Rica, and Nicaragua. The result was 
foregone. On April 2 a new resolution came from the com- 
mittee recommending that a commission should be created to 
discuss the establishment of an international coin, and to de- 
termine of what metal the coin should consist.** Silver was not 
mentioned.*®© This new resolution was voted; fifteen in favor, 
and one opposed (Guatemala) ‘*? was the count. Argentina and 


42 Reports, II, 763-766 March 31. 

43 Ibid., 762-799 for entire session of March 31. 

44 Ibid., 800-815. 

45 Ibid., 828. 

46 Quintana would not vote for this new resolution, which was the 
result of his own efforts, until he received assurances from the committee 
that there was not even an implication in the resolution that silver was 
the most desirable metal. See Ibid., 819, April 2. 

47 Guatemala opposed for special and unrelated reasons. Ibid., 825- 
828, April 7. 
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the United States thus voted together, or, more properly stated, 
the other Latin nations voted with Argentina, and the United 
States voted with the majority. 


The battle of the silver coin had been a defeat for the United 
States. Argentina had forced the United States into retreat on 
the issue of the proper conduct of its own delegation, and Argen- 
tina had organized the movement which led to a departure from 
the act of Congress which had specified consideration of a silver 
coinage as a topic for conference decision. The delegates from 
the Argentine Republic succeeded in having the conference 
substitute their own plan for the original United States project, 
and they had revealed the United States representation to be un- 
instructed, divided against itself, and unable to resist to attack 
of a Latin American delegation. 


The Conflict Over Arbitration The struggle over the arbi- 
tration issue in the First Pan American Conference was unique 
in the assembly debates because of the fact that, while conflicting 
vigorously over means and ends, neither the United States nor 


Argentina wished to abandon leadership in the creation of some 
plan of arbitration for the Americas. Thus, the two nations 
were allies in the same cause—but hostile allies seeking to gain 
the advantage of each other. 


Both nations were represented on the seven man committee 
on General Welfare (Arbitration) ; Argentina by Quintana, the 
United States by Henderson. Both delegates worked hard to 
develop an arbitration plan. Quintana was the first delegate to 
take the floor on April 14, 1890, when the committee’s final plan 
was presented to the full assembly. He seemed anxious to es- 
tablish firmly in the minds of his listeners the Argentine atti- 
tude toward arbitration, saying in part: 


To the eyes of international American law there are 
on these continents neither great nor small nations. 
All are equally sovereign and independent, all equally 
worthy of consideration and respect. The arbitration 
proposed is not, in consequence, a compact of abdica- 
tion, of vassalage, or of submission. Before, as well 
as after its conclusion, all and each of the nations of 





40 INTER-AMERICAN ECONOMIC AFFAIRS 


America will preserve the exclusive direction of their 
political destinies, absolutely without interference by 
the others. 


And in this same vein he continued, declaring that the inde- 
pendence of one nation could never be submitted to the judgment 
of another, that arbitration cannot rest on strength of numbers 
or force of arms, and finally that, 


If, contrary to all hope, arbitration [under the pro- 
posed plan] should be declined, the only thing left to 
the other nations, great or small, is the mournful ne- 
cessity of deploring the downfall of the noblest human 
aspiration; and no nation may claim, by virtue of the 
plan under discussion, the right to take part in the con- 
test ... Such, gentlemen, is the clear letter of the pro- 
posed treaty, such has been the predominant idea of the 
committee, which has constantly eliminated all sugges- 
tions tending to attribute to its stipulations a compul- 
sory character, even though it be purely moral . . . Such 
is, above all, the genuine and undeniable purpose in 
which the Argentine delegation has signed it and will 
assume the duty of upholding it. I need hardly add 
were it otherwise, the Argentine delegation would not 
hesitate to withdraw its support .. . It will also con- 
gratulate itself for this explanation of its ideas respect- 
ing the project of arbitration. Perhaps this will serve 
to prevent in the future interpretations as unauthorized 
as they are repugnant to the sincerity of some, the dig- 
nity of others, and the cordiality of all. 


Mr. Saenz Pena: ‘I desire to endorse in full the opin- 
ions expressed by my honorable colleague, Dr. Quin- 
tana.’ *8 


A few questions bring out the essence of the Argentine posi- 
tion which was on this issue as on the others, in actual, if not 
so apparent, opposition to the United States. Which was the 
“great” state of the Americas, “vassalage” to whom Argentina 
warns against? Why the determined Argentine resistance to 
any suggestion of a compulsory character in this arbitration, 
even a “moral” compulsion being rejected? And finally why, if 


48 Tbid., 961-964, April 14. 
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so determined to have an inherently impotent arbitrational sys- 
tem, did Argentina bother to support the plan at all? 


Throughout the conference discussions it was Argentina 
which insisted that the final resolution must contain, as it did, 
what we may call the “point of independence,” that is, the exclu- 
sion from the domain of arbitration any question which any 
state might deem to involve its own independence. The United 
States delegate on the committee fought for an all-embracing 
plan of compulsory arbitration, but the Argentine delegate pre- 
sented the more convincing position for the other Latin Ameri- 
can committeemen. So it was that the final resolution of the 
conference, while laying down a broad arbitration scheme, had 
the fatal weak link of a reservation which could be interpreted 
so broadly by any state that almost all potential disputes could 
legitimately be reserved from arbitral action.*® 


Argentina sponsored arbitration, therefore, but on her own 
terms. It was, in fact, unnecessary for her to directly challenge 
the United States on this issue as she did on the others,—that 
role was undertaken by Chile, which had from the outset de- 
nounced all discussion of arbitration, and which maintained 
throughout the conference an unrelenting antagonism to efforts 
to conceive an inter-American arbitration plan.*° The negative 
part taken by Chile served to emphasize the leading role played 
by Argentina among the Latin nations in the debates over a 
suitable and “safe” program of arbitration. 


The details of the parliamentary maneuvering entered into 
by Argentina and the United States over this question are of 
little interest here, save to point out that it was during the course 
of one of these debates, when the whole U. S. arbitration pro- 
posal was threatened, that there occurred the incident, men- 


49 For debates on arbitration see Jbid., 954-1152, sessions of April 9, 
14, 16, 17, and 18. Final plan of arbitration as adopted by the conference 
on April 18 is given on 1078-1083. See also Jbid., 1148-1151 for speech of 
Colombian delegate attacking the Argentine insistence on the reservation 
of the point of independence. 

50 Ibid., II, 972-986, April 14 for the Chilean delegate’s denunciation of 
the projected arbitration plan. Chile abstained from all votes on this topic. 
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tioned by one or two historians, of Blaine’s descent from the 
chair and personal mediation between the U. S. delegation and 
the hostile, Argentine-led, Latin American faction.®' Blaine 
won his point for a stronger agreement in this instance, but the 
discussions were in the main paralyzed by the Argentine dele- 
gates, who threatened to vote back to committee each article of 
the lengthy plan which in any way implied compulsion or impair- 
ment of national independence, a proceeding which was sup- 
ported by several of the other Latin states, who rallied to the 
side of Argentina in this matter of arbitration in a manner 
in notable contrast to their neutrality in the other Argentine- 
United States collisions.*? 


However, both the United States and Argentina wanted to 
produce some scheme of hemispheric arbitration, so despite 
bickering between the now thoroughly inimical Henderson and 
Quintana,** and a sharp exchange between the latter and Blaine 
over the old issue of the freedom of a single delegation to express 
varied opinions,*‘ the final result was a unanimous vote on the 


next-to-last day of the conference in favor of recommending to 
the governments represented the plan for arbitration which the 
committee had devised and the conference amended, the plan 
containing the essential “point of independence.” * 


51 Cf. Wilgus, op. cit., 667-670; and Alice Felt Tyler, The Foreign 
Policy of James G. Blaine, (Minneapolis, 1927), 167-169. The incident 
may be found in Reports, II, 1134-1136, April 18. 


52 See ibid., 1010-1017, April 14, for a typical Argentine maneuver, by 
which a single article was voted back to the reporting committee over a 
question of purest semantics, and ibid., 1024-1046, for the general Latin 
support of a loose arbitration organization. 

53 Tbid., 1056-1065, April 17. 


54 Quintana had insisted that each delegate must support the opinion 
of any fellow delegate who served on a committee and who had signed 
that committee’s report. Blaine informed the Argentine that the chair 
did not recognize such a practise as the parliamentary law of the body, 
and that “There is no reason why, where there is free speech, every dele- 
gate should be absolutely compelled to proceed in the same way.” Cf. 
Ibid., 1068, April 17. 


55 Jbid., 1078-1088, April 18. 
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Essential Argentine-United States agreement as to the need 
for establishing the principle of arbitration was thus offset by 
disagreement over the extent of arbitration, plus a latent strug- 
gle for the hegemony of the nations concerned.*® The emphasis 
placed by the Argentine delegation on the equality of all states, 
on the voluntary nature of such an international agreement, on 
the point of independence, and above all, the rejection of inter- 
vention under any guise—all these form one of the earliest state- 
ments of a problem which has become increasingly fundamental 
with every passing year. 


By proposing and supporting, in committee and in confer- 
ence, a mild, “small-state,” non-interventionist project of arbi- 
tration, Argentina made a bid for Latin American leadership. 
Three alternatives were left to the United States: to declare for 
an even weaker plan of arbitration, to declare for a stronger 
project, or to fall in line with the Argentine proposals. The first 
alternative would have accomplished less than nothing; the sec- 
ond was bound to fail, since a lesser proposal (the Argentine) 
barely succeeded; and so, with at least the cost of having the 
Secretary of State of the United States descend to the role of 
delegate, the United States again fell in step with Argentina.” 


56 In one foreign quarter, at least, it was claimed that the whole United 
States purpose in supporting an unreserved arbitration plan was to gain 
a dominant position over the sovereignty of all the American nations 
through a powerful arbitration tribunal sitting in Washington, D. C. See 
M. C. de Varigny, “Un Homme d’Etat Américain; James G. Blaine et le 
Congres des Trois Amériques,” Revue des Deux Mondes, XCVII, (Jan. 15, 
1890), 451-456. 


57 The Argentine interest in playing alone on the front of the Pan 
American stage was demonstrated in connection with the one instance 
during the conference in which the Monroe Doctrine, although unnamed, 
made its appearance. On January 20, 1890, the delegate from Venezuela 
presented a resolution imploring the conference to express formally to the 
world that assembly’s desire to see an amicable arbitration of the current 
boundary dispute between Venezuela and Great Brtain. It was Trescott 
of the United States delegation who opposed consideration of this step, 
on the ground that the eighteen nations would thus unfairly commit them- 
selves in a dispute the facts of which were not known. Although a di- 
luted plea for a settlement of the controversy was put through the confer- 
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The Conflict Over the Customs Union. The convening act 
of Congress, and the invitation from the United States which 
followed, emphasized the possibility of mutually enlarging the 
trade of the Americas by broad and free discussion of pertinent 
measures, specifically the creation of a customs union. There 
was no concealment of the economic interest which the United 
States had in the planned Pan American meeting, nor, on the 
other hand, was there any hint that such trade plans were one- 
sided or oppressive to the interests of the other nations. And 
among the replies to the invitation there had been no refusals, 
and no reservations, excepting those already mentioned. Some 
practical resolution of mutual commercial benefit might have 
been reasonably expected to result from this first meeting of the 
great majority of western hemisphere states. Such, indeed, 
was the result, but it was only after a hard and unsuccessful 
fight with Argentina that the United States was able to com- 
plete a resolution that in part fulfilled the specifications set forth 
in the convening act. 


The idea of a customs union, which had been specifically 
proposed by the United States was rejected by the committee 
formed to consider it—a committee made up of Henderson of 
the United States, Sienz Pefia of the Argentine, and six other 
Latin delegates. The reasoning behind the rejection was sound, 


ence on the next-to-last day of meeting (April 18), the interest in the 
matter lies in the session of April 2, when Sdenz Pefia, although delivering 
a speech on the unrelated topic of reciprocity treaties, took the opportunity 
to improve the occasion with the following remark: “When the delegate 
from Venezuela lifted his voice in this room asking an impartial and 
humane vote in favor of an arbitration to settle its questions with England, 
he knows well that the Venezuelans found a sympathetic echo in the hearts 
of the Argentine delegates, and on our own part we shall never deplore 
too deeply that the resolution was opposed by Mr. Trescott, and that it 
has not yet been reported to the honorable conference so that we might 
vote on it. Would to God that the wings of my sentiment could bear the 
wishes and hopes for American solidarity which I dedicate to a troubled 
sister from the very heart of the country of Monroe!” Reports, II, 1084- 
1121, embracing sessions of Jan. 20 and April 18, covers this Venezuelan 
discussion. For Saenz Pefia’s speech, cf. ibid., I, 202-203, April 2. Neither 
of the Argentine delegates had previously spoken on behalf of Venezuela. 
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and was concurred in by the United States delegate—the com- 
mittee pointing out the utopian nature of the plan and the prac- 
tical obstacles to an attempt to so suddenly combine so many 
distinct nations and economies into one powerful international 
body. However, the committee, or rather, the majority of the 
committee, did not shut the door to the possibilities of inter- 
American trade by simply voting down the customs union idea 
in a negative report. Rather, the majority of the committee 
submitted to the conference their own proposal that the as- 
sembled delegations should resolve to recommend to their par- 
ticipant governments the desirability of concluding wherever 
feasible, bi-lateral or multi-lateral reciprocity treaties which, if 
concluded in sufficient number and scope would at some future 
day make possible the very area of free trade which had been 
envisaged in the customs union plan. The representatives of 
the United States, Brazil, Nicaragua, Venezuela, Colombia and 
Mexico signed this report.*® 


Two members of the committee did not sign. Argentina 


and Chile submitted a minority report, a document outstanding 
for its blunt brevity. Their report said: “Resolved, That the 
proposition of a customs union between the nations of America 
be rejected.” ** That was all there was to it: no mention of 
possible beneficial trade measures, no mention of reciprocity, no 
willingness to go part way toward hemispheric economic coop- 
eration. 


It is certain that Argentina alone did not defeat the idea of 
customs union which the United States had proposed for con- 
sideration in the convening act. The idea of a union had already 
been rejected by the very committee formed to consider it. But 
the interesting element—the revealing fact—is the intransigeant 
position assumed by the Argentine delegates, who, not content 
with the defeat of the proposed union, now launched a prolonged 
and bitter attack, inactively seconded by Chile, against the ma- 


58 Reports, I, 103-265 cover the sessions of March 15, 24, 29, April 2, 7, 
and 12 devoted to the customs-reciprocity issue. The majority committee 
resolution on reciprocity appears on pp. 293-296 of Minutes, March 15. 

59 Tbid., 296, March 15. 
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jority suggestion of developing a system of reciprocal trade 
treaties. The persistent Argentine attempt to defeat even the 
consideration of this majority resolution by the conference 
involved the United States delegates in day after day of angry 
debate with their formidable colleagues Quintana and Saenz 
Peja, chiefly the latter, who alone delivered sixteen speeches on 
the reciprocity project, as compared to the seven speeches apiece 
by the United States delegates Henderson and Estee. 


Debate on the two committee reports began on March 15. 
Both Henderson and Sdenz Pefia demanded the floor. The two 
men had, in different ways, been the dominant figures among 
the delegates ; Saenz Pefia by reason of his cogent, even brilliant 
speeches, and his masterful direction of the Argentine move- 
ments during the conference; Henderson because he was a 
strong, if hot tempered man, and leader of the delegation of the 
most powerful nation at the conference. 


The privilege to speak first went to Saenz Pefia. The speech 
which he delivered—penetrating, thoroughly informed, and 
deeply antagonistic to the United States—is an outstanding doc- 
ument of the then new clash between the United States and 
Argentina. It bears quoting here as a powerful statement of 
the developing Argentine economic and political dogma. The 
future foreign minister and president of Argentina said in part: 


We, the Argentine delegates have attended the dis- 
cussion of this matter [the customs union and reci- 
procity proposals] free from prejudice and exempt 
from reservation... nor are we animated by any 
sentiment of unreasonable defense . . . The truth is 
that our knowledge of each other is limited . . . The 
Republics of the North have lived without holding com- 
munication with the south . . . [and] they have failed 
to cultivate with us closer and more intimate relations. 
In this fragmentary and autonomic development of the 
three zones of America, the United States have forced 
themselves upon the attention of the world by their con- 
spicuous greatness and their wise example. The na- 
tions which have not reached such eminence are the sub- 
ject of errors, perhaps involuntary, such as those which 
caused the Senator of this country [the United States] 
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to say, ‘that the Spanish American States would com- 
mence by surrendering the key of their commerce, and 
would end by forgetting that of their politics.’ I begin 
by declaring that I do not know the key to the Argentine 
markets; perhaps because none exists, because they 
lack any statutes of exclusion, or any machinery what- 
soever of prohibition or monopoly. 

In thus initiating the prolonged Argentine attack on the U. S. 
tariff policy, Saenz Pena neglected to mention that the confer- 
ence was sitting to consider means of overcoming the very de- 
ficiencies of contact among the American nations which he as- 
sailed, and which he clearly attributed to the only “Republic of 
the North,” the United States. The existing defects, rather 
than the achievable benefits of inter-American cooperation—to 
these alone did the Argentines devote themselves throughout the 
conference. 


Saenz Pena next eulogized the Argentine free market, and 
extolled the delights of free trade. A free flow of commerce, 
he pointed out, already existed between certain American states 


and Europe—a sound exchange between raw material centers 
and manufacturing areas, but, he emphasized, “to attempt to as- 
sure free trade between non-interchanging markets would be 
utopian luxury and an illustration of sterility.” The United 
States, he said, has failed to support inter-continental trade to 
the degree needed by the Latin American nations, the cause of 
this being the tariff system of the United States. The statistics 
and economic arguments introduced by the Argentine need not 
detain us here. It is worthwhile, however, to notice the para- 
dox in which the speaker involved himself, having first attrib- 
uted the small volume of inter-American trade to the non-com- 
plementary nature of the markets of the hemisphere, and next 
declaring the U S. tariff structure the root of the evil. The 
fact of the matter seems to be that the Argentines throughout 
this reciprocity debate were thinking wholly in terms of their 
own trade with the markets of Europe (Great Britain) and the 
United States and not of hemispheric reciprocity, and this pre- 
occupation with their own commercial position, natural as it was, 
led to illogical and paradoxical extremes, to the point, indeed, 
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where both a hemispheric free trade system, and the U. S. tariff 
policy were impartially attacked within this same speech. The 
latter was berated as discriminatory, and the former attacked 
because a preferential Pan American trade bloc would ruin com- 
merce with Europe. To put this latter fear in Sdenz Pejia’s 
words: 


We constitute a most important factor in trans- 
Atlantic commerce, and it is easy to foresee the squirm- 
ings of Europe if she should feel the effects of a conti- 
nental blockade maintained, it is true, not by warships 
but by belligerent tariffs. 


Saenz Pena was also thinking of the squirmings of Argentina, 
should she be cut off from European trade. 


During this and all his later speeches, Saenz Pefia was argu- 
ing to have the cake of an unprotected United States market, 
while still eating the even more frosted cake of European trade. 
Any attempt to set up an American free trade area, he said, in 
a dubious metaphor, “would be a war of one continent against 


another, eighteen sovereignties allied to exclude from the life 
of commerce that same Europe which extends to us her hand, 
sends us her strong arms and complements our economic exist- 
ence, after having apportioned to us her civilization .. .” 


In effect, SAenz Pefia was belaboring a dead horse—the al- 
ready defeated customs union—in an attempt to eliminate for- 
ever from the Americas the menace which it represented to the 
rich trade of Argentina. It was still imperative, however, for 
the Argentine delegation to attempt to lay the more active 
menace of reciprocity which the committee had substituted for 
the idea of a union. It was obvious that, having praised free 
trade (although not a preferential and exclusive union), Argen- 
tina could not successfully deride the proposal to negotiate re- 
ciprocity treaties among the American states. Other grounds 
of attack were needed, and the Argentines found them in their 
usual successful strategem, which was to declare that the dele- 
gate members of the committee on the Customs Union had ex- 
ceeded the powers and limits assigned to the conference by its 
convening act. Undeniably, the second point of the act of Con- 
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gress of May 10, 1888, had specified that the conference should 
consider the formation of a customs union. But, Saenz Pena 
said: 



























This idea [the committee’s reciprocity proposal] 
does not constitute the union whose study has been rec- 
ommended to us, and which is the topic that was trans- 
mitted to our governments with the inviting act. It is 
an error to suppose that the field of action of this con- 
ference has no limits, or that it embraces all the ideas 
which may spring up in the course of its debates... 
We cannot go on multiplying plans and substituting 
ideas as new difficulties present themselves, and the 
Argentine delegates shall restrict themselves to the 
terms of the invitation ...I shall not consider myself 
as acting within the scope of my authority by substitut- 
ing reciprocity treaties for the ‘Zollverein’ . . . These 
officious declarations lower the lofty purposes of this 
honorable conference. 





He went on to point out that reciprocity as proposed was the 
business of individual nations, and that therefore an interna- 
tional conference obviously surpassed its boundaries by even 
discussing the matter, and he added the vague and absurd threat 
that reciprocity could also be interpreted to mean not tariff re- 
duction but tariff retaliation. 





Saenz Pefia then ended his speech with the most significant 
and challenging statement made during the conference: 


I have terminated my official declaration. Permit 
me to make a very personal declaration. Let no one see 
in what I have said anything but feelings of fraternal 
affection for all the nations and governments of these 
continents . . . [But] I do not lack confidence in our 
gratitude toward Europe. I do not forget that Spain, 
our mother is there... that Italy, our friend is there 
...and France, our sister... The 19th century has put 
us in possession of our political rights . . Let the century 
of America, as the 20th century is already called, behold 
our trade with all the nations of the earth free, wit- 
nessing the noble duel of untrammeled labor in which 
it has been truly said God measures the ground, equal- 
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izes the weapons, and apportions the light. Let Amer- 
ica be for humanity. 


’ 


Thus did the slogan ‘‘America for the Americans” meet its 
challenge in the yet more embracing cry “America for human- 
ity,” a cry which has resounded in many Latin American circles 
in succeeding years. Sienz Pefia himself, however, seems to 
have had a limited definition of “humanity” in mind, for he enu- 
merates only nations of Latin race (omitting Portugal) and of 
close ties with the Argentine Republic. 


The customs union, once rejected, had been now twice re- 
jected, and reciprocity joined it in a limbo beyond Argentine 
consideration. Free trade—European trade—was warmly 
blessed. Argentina opposed any economic plan for the Ameri- 
cas, and turned resolutely, devotedly, toward Europe. 


Saenz Pefia’s long speech was followed by a brief parrotting 
of the same theme by the Chilean co-signer of the minority re- 
port, and this, in turn, by a mediatory discourse by Romero, in 
which the conciliatory Mexican pointed out that the conference 


should retain as its primary objective anything—even reciproc- 
ity—which fitted in with its purpose, which was the advance- 
ment of the mutual interests of the nations of the hemisphere.*' 


Henderson of the United States at last obtained the floor, 
and the oratorical floodgates opened. Estee and Flint seconded 
their leader, while Quintana gave Sienz Pefia an occasional re- 
spite. Each delegation attacked the arguments, the parlia- 
mentary tactics, and finally even the veracity of the statistics 
which the other delegation employed.** Each nation proved to 
its own satisfaction that the other maintained discriminatory 
tariffs. The debates became increasingly personal as a result 


60 Minutes, 297-324, March 15, 1890 contains the Spanish original and 
English translation of this speech. 

61 Reports, I, 133-140, March 15. 

62 Tbid., 241-245; 193, April 2, Saenz Pejia: “I did not hear without a 
start the statement of Mr. Henderson when he told us that my figures were 
mistaken. The honorable delegate has not proven his assertion. This may 
have been due to his magnanimity, but I am inclined to believe it was owing 
to my own accuracy!” 
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of the growing national animosity. Henderson at last recalled 
to the Argentines the specific reference in the convening act of 
the aim to “encourage reciprocal commercial relations,” and 
after reviewing the broad and friendly wording of the United 
States invitation, bluntly demanded a more courteous wording 
of the terse minority report which Argentina and Chile had 
submitted.®* Saenz Pefia replied by rejecting the claim that the 
preamble of the convening act, or the invitation, held any au- 
thority over the discussions of the conference. He stuck to the 
specific points of discussion enumerated in the act. But he ter- 
minated his speech by announcing that the Argentine and Chilean 
delegations had agreed to modify the wording of their report, 
which was changed from, “Resolved, That the proposition of a 
Customs Union between the nations of America be rejected,” to, 
“Resolved, That the American Customs Union is considered im- 
practicable.” ® 


Again Henderson came to the attack, again Romero tried to 
bridge the gulf between the two rivals. But the Argentine 
leader had the best of both of them. The Argentine govern- 
ment, he said, 


. . did not permit itself to interpret as mere flights of 
oratory the concise terms of a positive law which was 
worthy of the sanction of the Congress of the United 
States . . . The distinguished delegate [Henderson] 
judges it easy to evolve new ideas foreign to the law, 
and ends by considering us indifferent because we do 
not accompany him in the exaltation of extemporaneous 
remarks. It is well to establish the official position of 
these two delegations. That of the United States has 
declared that it does not know the opinion of its govern- 
ment ...I do not have to recall the incidents which 
came up... that decided the Argentine delegates to 
abstain from voting so long as they were not apprised 
of the opinions of the inviting government, represented 
up to that time by two dissenting votes.® In the Ar- 
gentine Republic diplomatic customs are different .. . 


63 Tbid., 156-162, March 17. 

64 Jbid., 162, March 17. 
65 This refers, of course, to the clash over the rights of the delegates 

which arose during the debates over the monetary union. 
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The words attributed to me by the honorable delegate 
are assuming an alarming aspect because they attack 
my sincerity. I am aware of the respect due a nation, 
and I know the duties of courtesy, which I have not had 
to learn so far from home. 

In this vein the aroused Argentine clung tenaciously to his 
argument that the conference could do nothing but proclaim the 
impracticality of a customs union, and could not legitimately 
propose a plan for inter-American reciprocity, no matter how 
voluntary. His many strong and effective speeches * were de- 
voted to the elimination of any economic recommendation from 
the work of the First Pan American Conference. 


The conflict over reciprocity threatened not only to paralyze 
but to destroy the entire conference. It was the United States 
which made the first retreat in the long and acrimonious debate. 
On April 7 Estee moved that the committee’s majority report be 
voted at once since, “the discussion now seems to be upon the 
question: which is the better country, Argentina or the United 
States!’ On April 10 the vote was taken. Twelve nations, 
including the United States, voted in favor of the reciprocity 
recommendation. Three states, Argentina, Chile, and Bolivia, 
voted against the proposal. Paraguay did not vote.® The dis- 
pute was not, however, at an end. Argentina was ready with 
one further maneuver in her struggle to defeat reciprocity. As 
soon as the vote on the majority proposal had been carried, 
Saenz Pefia requested that a vote be taken on the minority re- 
port. It was a shrewd strategem. The Argentine stated as 


66 Tbid., 189-206. 

87 In one speech Henderson unfortunately stated that the United States 
could easily do without any foreign trade. See ibid., 200-208, April 2, for 
S4enz Pefia’s scathing reply, during the course of which he informed Hen- 
derson that the conference had been assembled for the purpose of increas- 
ing American commerce, rather than destroying it—a thought which curious 
ly escaped the Argentine when it did not serve his ends to recall it! 

68 Jbid., 231-232, April 7. 

6° The lone Uruguayan delegate had early withdrawn from the con- 
ference to proceed to Europe on pressing official business. See Minutes. 
176, Feb. 10. Neither Reports, I, 241-261, nor Minutes, 651-663, for April 
10 account for the absence of Haiti from this session. 





ARGENTINA AT THE FIRST PAN AMERICAN CONFERENCE 53 


his motive for demanding a vote that only the minority report 
formulated the views of the conference on the specific topic which 
had been assigned to the assembly for consideration—the cus- 
toms union. The majority report, he claimed, was invalid, since 
it made an unauthorized recommendation.*® The situation was 
crucial for the United States. To deny a vote on the minority 
report might serve only to martyr three or more nations in the 
eyes of the other Latin states. Yet to allow a vote might prove 
even more dangerous for the small gain toward reciprocity 
which the United States had achieved in the majority report, for 
to allow a vote on the minority report would not only be equiva- 
lent to recognizing the Argentine claim that the majority report 
was invalid, but might even lead to an overthrow of the majority 
vote already taken. 

Blaine warned the Argentines that he would not allow a 
minority to coerce the majority, but so insistent and forceful 
were Sienz Pefia’s demands that the conference, having voted on 
an extraneous reciprocity issue, must still vote on the assigned 
customs union proposal, that Blaine, perhaps agreeing with the 
Argentine viewpoint, perhaps through tact, and in order to 
avoid a potential stalemate in the last days of the meeting, al- 
lowed the voting to begin on the motion which would itself au- 
thorize the minority report to be voted on. This motion was 
defeated by a vote of 11 to 5, and the minority report was never 
actually brought to the table. Voting this time with Argentina 
were Paraguay, Costa Rica, Bolivia, and Chile. 

The long, angry struggle over the customs union and reci- 
procity thus ended in a final numerical victory for the United 
States but was a very partial victory for the ideal of hemispheric 
economic cooperation. Argentina had emerged from the debate 
a self-styled champion of America and all mankind; she re- 
mained unshaken in her bonds to Europe; she was free of any 
new obligations to her American neighbors; finally, she had led 
a long and not unsuccessful fight against United States leader- 
ship, both economic and political. The new Pan American Union 
was born with a South as well as a North Pole. 


70 Reports, 1, 246-247, April 10. 
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Considering the overwhelming interest the United States 
with her much increased productive capacity is now compelled 
to have in developing her Latin American trade relations in a 
time of disorganized world markets, it is not astonishing that 
in the last two years three books have appeared, two of which 
completely and one in part are dedicated to give Americans a 
comprehensive report on industrialization and related economic 
developments in Latin America and their impact on United 
States trade possibilities. These books are: Industry in Latin 
America, by George Wythe; ! Industrialization of Latin America, 
edited by Lloyd J. Hughlett;* Towards World Prosperity, edited 
by Mordecai Ezekiel. As was unavoidable, they partially over- 
lap in time and subject, but each in its own way has considerable 
merit and complements the others. 


*Mr. Weil is the author of Argentine Riddle. He has written widely 
in the field of Inter-American economic relationships. 

1 Columbia University Press (New York 1945), pp. viii, 371. 

2 McGraw-Hill Book Company, Inc. (New York 1946), pp. ix, 508. It 
is regrettable that so many Spanish names and terms are misspelled and 
that type with Spanish symbols, e.g., 9, was not used. 


3 Harper & Brothers (New York and London 1947), pp. xiv, 455. 
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Wythe’s book tells the fascinating story of the development 
of industry in Latin America up to about 1943, with occasional 
remarks about events in the first half of 1944. Hughlett’s sym- 
posium brings the account forward to 1945. Ezekiel’s symposi- 
um brings the tale up to 1946. 

Hughlett’s symposium is by far the more comprehensive book. 
It is organized by subject matters. A score of experts report 
about their particular industries, stressing less the history of 
their field than its situation as of the latest available statistical 
period, with occasional remarks about more recent notable devel- 
opments on which data are not yet available. Elaborate as 
Hughlett’s volume is, the method of symposium makes it, as it 
seems, unavoidable that instead of all contributors’ following a 
pattern set by the editor, the different fields receive a very un- 
equal treatment: for some industries we get complete reports on 
production and employment figures, capitalization, ownership, 
profits, prevailing wages, etc., while other fields are dealt with 
only perfunctorily. 

Wythe’s book is more general in outline. Whereas Hugh- 
lett, in his introductory chapter, gives a short survey, country 
by country, of the geographical, demographical and economic 
characteristics of Latin America and highlights the general 
facts of industrialization, Wythe more thoroughly analyzes the 
reasons why the Latin American countries need a diversified 
economy and the difficulties they have to overcome. He shows 
how the First World War and the breakdown of world trade 
compelled them to industrialize, the extent and nature of in- 
dustrialization, the problems of prime materials, fuel, capital 
and markets, how foreign capital had to cope with the wave of 
nationalism surging through the continent and how the govern- 
ments had no choice but to encourage industrialization. For 
this purpose they used “customs duties, tax exemptions, im- 
port quotas, mixing regulations, and exchange control; outright 
grants of state funds and guarantees of interest on invested 
capital; government loans at low rates of interest; and monopo- 
lies, both those held by the state and those conceded to private 
individuals and firms” (p. 65): In the rest of his book he re- 
ports on almost the same industrial fields as Hughlett, but 
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country by country, and mainly from the historical viewpoint, 
giving scant statistical data and rather short space to each in- 
dustry. His aim was more to show how industrialization pro- 
gressed in each country than to give complete information about 
each field. 


Ezekiel’s symposium surveys the prospects for industrial and 
agricultural development and trade in every important region 
of the world today. It covers most of Latin America in three 
chapters on its main areas, which are the only chapters we are 
concerned with here. Though it is the most up-to-date, reasons 
of space restricted the contributions to rather short general 
outlines focussed on long-range factors more than on recent 
situations. 

Thus, whoever wants to be informed about a particular 
country will welcome Wythe’s book and may take a glimpse at 
the corresponding area chapter in Ezekiel’s. But whoever is 
interested mainly in a particular industry will prefer Hughlett’s 
volume. 

As far as the reliability of statistical data is concerned, it 
is unfortunate that in all three books the sources are often not 
mentioned * and that data have been used indiscriminately, re- 
gardless of whether they came from an official census, from 
studies made by reputable agencies, such as economic journals 
or banks, or from biased sources, such as chambers of commerce 
and lobby associations.* 


4 The date of writing js not given either; thus we do not what period 
“its last report” (H., p. 324), “latest reports” (H., p. 330), “at present” 
(H., p. 357), “an annual average” (W., p. 99), “the Government’s current 
... program” (E., p, 406) refers to. 

5 This leads to some contradictions: domestic beef consumption in Ar- 
gentina is given in Hughlett’s book as “67 per cent of total production . . 
following the close of the Second World War in 1945”, while “the grazing 
or pastoral, industries continued to prosper” (p. 149), whereas Wythe re- 
ports, for an unspecified period, that “about 75 percent of the annual 
slaughter is consumed locally”, while “production . . . has declined some- 
what ...in recent years.’”’ (p. 100). 

Wythe reports also that Argentina had, as of 1940, eleven cement works 
“with a combined capacity of over 2 million tons”, but that production in 
1940 only “amounted to slightly above 1 million tons” (p. 108). In Hugh- 









we Be or 


er 


n 
s 
e 


ad 
nt 












NEW LITERATURE — INDUSTRIALIZATION OF LATIN AMERICA 57 


For instance, I was amazed to see that the late Alejandro E. 
Bunge’s grossly exaggerated 1940 figure of 2,770,000 persons in 
industrial occupations in Argentina cropped up again in two of 
the three books, namely in Wythe’s (p. 85) and Ezekiel’s (p. 
420). Bunge’s figure was only a methodologically more than 
questionable estimate made for a political purpose, namely for 
the Union Industrial Argentina, the lobby of the Argentine in- 
dustrialists, and widely used by their propaganda for protective 
tariffs. His figures were not only inflated by the inclusion of 
“artisans who by no stretch of imagination could rightfully be 
classified under Industry” ® but also vitiated by the fact that 
his 1940 estimate included 889,000 non-existent unemployed. 
The real, official figure for industrial employment in Argentina 
for 1941 (for 1940 there was no census) is 917,130,’ only one 
third of Bunge’s fantastic claim, but high enough to show how 
spectacular the growth of Argentine industry has been. 


The three books share one shortcoming: they fail to analyze 
the totalitarian trend and its role in the economic development 
of Latin America, even where such a discussion would have 
been indispensable for a proper understanding of their subject. 
For instance, the role of the military dictatorship of 1943 in 
Argentina and its “legal” successor, the present Perén regime, 
is treated with far too much “diplomatic restraint”. Yet, it 
should have been important for the American reader to know 
that the present Argentine regime is almost as totalitarian and 
shows almost as much respect for the Rule of Law as the Hitler 
regime, and that Argentina’s economy is on the way to a full- 
fledged state-capitalism. Two recent facts might be noted here: 


lett’s volume, in turn, “total yearly production” of the same eleven plants 
for 1939 is given as “about 2 million metric tons” (p. 56). Yet, produc- 
tion of cement in Argentina has certainly not decreased from 1939 to 1940. 
As the sources are not given, the contradiction remains unexplainable. 

6 Felix J. Weil, Argentine Riddle (New York 1944), p. 238; for an ex- 
tensive analysis of Bunge’s widely quoted but unacceptable estimates see 
op cit., p. 231 ff. 

7 See Argentine Riddle, p. 263 f. Wythe (p. 85) quotes a different, un- 
explainable figure—829,000—as taken from the same official publication 
that was used for the table in Argentine Riddle. 
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(1) The present Argentine Congress has practically abdicated 
in favor of the Executive Power: The Five-Year-Plan law it 
passed recently authorizes the Executive Power, in effect and 
pious statements in favor of private capital notwithstanding, 
to replace private ownership of the means of production by state 
ownership, at its discretion, and to spend during the next five 
years almost seven billion pesos on these measures, to which 
amount will be added, secretly or perhaps even openly, three or 
four more billion pesos for rearmament. The magnitude of 
these figures may be judged from the fact that Argentina’s 
national budget of 1945 showed expenditures of only 2759.3 mill- 
ion pesos; (2) The Rule of Law is being abandoned: Peron 
had all the judges of the Argentine Supreme Court except one— 
his own appointee—impeached by Congress. The judges’ al- 
leged crime was—the cynicism of Fascists cannot be surpassed— 
that they recognized Perén’s previous de facto regime. Their 
recognition of the de facto regime (which was dominated since 
inception by the same Colonel Perén) was based on its solemn 
affirmation that it considered itself bound by the constitution. 
The judges’ real “crime” was that they declared unconstitutional 
several of Perén’s measures. 

For many years the totalitarian trend in Argentina has been 
plainly visible. However, all Hughlett mentions is that Argen- 
tina’s “apparently inexplicable attitudes and tactics in foreign 
policy have emanated from changes in domestic politics, the con- 
flict between the landed aristocracy and the newly born indus- 
trialists, . . . the philosophy of nationalism and the desire for 
expansion” (p. 25). Wythe only states: “Government interven- 
tion has been important chiefly in the fuel industry, in protection 
of industries by tariff and exchange control, and in domestication 
of basic economic activities. Recently, however, the government 
has shown an increasing disposition to take a more direct part 
in industrial promotion and in the development of basic re- 
sources, particuarly minerals. A system of industrial credit was 
established in August 1943 . . . but it is still too early to judge 
the effects.” (p. 117). In Ezekiel’s volume there is also only 
a mere hint at what is going on: “The orientation of the eco- 
nomic policy and objectives (of the 1943 de facto government) 
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was above all military and the methods employed in the applica- 
tion of these policies have been patterned upon those of Germany 
and Italy. Extreme nationalism and a subordination of the 
economic life of the country to the state have been character- 
istic of the revolutionary regime .. .” (p. 428). 


In all three books very little can be found about the economic 
roots of the “inexplicable attitudes and tactics” (H., p. 25) of 
Argentina in her relations with the United States. The main 
stumbling block, the meat problem, for instance, receives a very 
inadequate treatment. In Ezekiel’s symposium it is not men- 
tioned at all. Wythe only reports that the United States-Argen- 
tine Sanitary Convention of 1935, permitting ‘shipments from 
areas uninfected by livestock diseases . . . has never been rati- 
fied by the United States Senate” (p. 100). In the chapter “The 
Food Industry” in Hughlett’s symposium, it is true, about a page 
(p. 150-1) is dedicated to the problem. But it is not correct to 
state that “despite Argentine protests it cannot be denied that 
foot-and-mouth disease does exist in the country” (p. 151). 
Argentines have never denied that the disease exists in their 
country.’ But nowhere in the chapter has it been mentioned 
that Argentina has so far tried in vain to come to an arrange- 
ment by which the virus could be prevented from contaminating 
American cattle, namely, by admitting United States meat in- 
spectors at the ports of embarcation and putting the meat in 
storage, either before or after shipment, for a time long enough 
to insure that no live virus could possibly be carried into the 
United States. Although the excellent suggestion is made in 
this chapter to admit Argentine beef on a quota not exceeding 
one percent of American consumption, to be “distributed in 
municipal areas of the eastern states, where refuse and sewage 
control would guarantee the effective disposal of the beef bones” 
(p. 151), this suggestion is nullified immediately by stating that 
since Argentina’s beef industry “ has grown to the point where it 
produces a surplus not admitted under the British quotas, it 


8 For an extensive treatment of the meat problem see Argentine Riddle, 
p. 195 ff. 


60 INTER-AMERICAN ECONOMIC AFFAIRS 


should not be expected that the United States take what Great 
Britain neither needs nor wants” (ibid.). 


What the three books correctly emphasize is the wave of 
nationalism surging through the whole of Latin America. As 
in India and other colonial countries, the last decades witnessed 
all over Latin America the rise of a new social class, a native 
bourgeoisie, a slow but steady expansion of the native middle 
stratum of professionals, executives, technicians and white- 
collar workers, and the emergence of an ever increasing mass 
of skilled industrial workers. Nationalism is their common tie. 
The new bourgeoisie fights for industrializaton, for its “place in 
the sun”, against foreign capital and its historical ally, the 
landed gentry ® who is interested in maintaining the colonial 
status, characterized by the system of export of agricultural 
products in exchange for finished goods, by foreign capital pre- 
dominating in the main fields, by all good jobs inaccessible to 
natives except a few belonging to the ruling landed families and 


by the profits being drained off regardless of the necessities of 
the country.’° 


% About the struggle between native industrialists and landowners in 
Argentina, see Argentine Riddle, chapters I, III, and IV. In this connec- 
tion we find in Ezekiel’s volume an important remark, namely, that Perén’s 
National Post-War Council, in its recommendations leading to the present 
Five-Year-Plan, “assumed no position with respect to the future develop 
ment of agriculture. Nor did it express its views on the problem of land 
distribution.” (p. 429). Yet, the only comment offered is: “The silence of 
the National Post-War Council on matters relating to the future of Argen- 
tine agriculture may be politically well founded. But however well founded 
it vitiated the program as a whole and cast doubts upon the soundness of 
the principles of economic policy enunciated by the Council. To ignore 
the agrarian question in Argentina is to disregard the very foundation of 
Argentina’s economy, and any solution of Argentina’s long-term economic 
problems cannot but fall short of the goal unless it encompasses all the 
major fields of economic activities in the country.” (ibid.) The reader 


would have wished to hear more about this matter in a less “diplomatic” 
language. 


10 See the able explanation by Wythe (p. 4). A typical example of 
foreign interests preventing local industry from being kept technically 
up-to-date is cited in Hughlett’s volume (p. 441). 
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The new bourgeoisie’s quest for industrialization by native 
capital is supported by the middle stratum eager to obtain the 
jobs usually reserved by foreign capital for its own nationals. 
And the interest of labor harmonizes with the nationalistic trend. 
Increasing mechanization of agriculture sets unskilled workers 
free. They have no choice but to migrate to the industrial 
centers and are thus interested in the expansion of manufac- 
turing. 


As a consequence everywhere the trend of replacing foreign 
by native capital is noticeable and, what is more, it is irrevers- 
ible. The world crisis has taught the countries that mere politi- 
cal independence is no longer enough to assure the welfare of 
the nation. Foreign capital, if it wants to stay, has to take 
local private capital into partnership, in many cases (see H., 
p. 300), and in general has to learn to grow with the country 
instead of off the country. As Wythe adroitly phrases it, “the 
machine learns to speak Spanish and Portuguese”. The reports 
on Venezuela are particularly interesting and, says he, “may be 
taken as typical of developments in other countries as well” (p. 
54). There the oil companies, heretofore regarded all over 
Latin America as the incarnation of “bad” foreign capital, 
have in the last few years not unsuccessfully adopted a policy 
of trying to ingratiate themselves with the people by giving 
access to technical and even executive positions to the natives 
of the country instead of reserving them for foreigners, by pro- 
viding relatively high wages, model housing, better schooling, 
scholarships and so on. Or, as is stated in Hughlett’s volume, 
“it is especially to be noted how many [cement] plants have 
adopted an enlightened policy of creating excellent conditions 
for their labor by building adequate houses and installing 
churches, schools, and sports facilities” (p. 65). But this “very 


11 For a discussion of what constitutes “foreign” capital in Latin Amer- 
ica and when it is considered “good” or “bad”, see Argentine Riddle, 
pp. 124 ff and 210 ff. 

12 See also N. Roosevelt, ‘“Venezuela’s Place in the Sun”, New York 
1940, p. 55 f., and Virginia Prewett’s article, “Linam of Venezuela”, in 
The Inter-American, October 1943, p. 21 ff. 
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advanced policy” (ibid.) means closing the barn door after the 
horse is gone, that is, it comes too late to reverse the trend. 


Having “become of age’’, the Latin American countries no 
longer rely solely upon “enlightened” policies of foreign capital. 
By labor laws most of them compel enterprises to have a certain 
minimum percentage of native employees; the transfer of 
profits abroad is being increasingly blocked by exchange control, 
special taxation and the like, aimed at forcing them to be “plowed 
back” instead of being drained off. Even Venezuela, “‘today .. . 
the outstanding exponent of the ‘open-door’”’ policy toward for- 
eign oil investments” (H., p. 276), passed laws compelling oil 
companies not to spend more than 20% of their pay-roll on non- 
citizens, vesting mineral rights in the federal government, sub- 
jecting the companies to government controls and forcing all 
producers of crude oil to “‘refine a certain portion of that crude 
within the country ... The ultimate objective of the Venezuelan 
government is that all crude eventually be processed on the main 
land before it is exported” (H., p. 282). This trend is quite 
understandable if we are aware of the fact that heretofore all 


crude oil was being shipped across a few miles of sea to the re- 
fineries on the islands of Aruba and Curacao, which islands are 
not under the jurisdiction of Venezuela but that of the Nether- 
lands,—a typical instance of colonial economics. 


It is hard to understand why endeavors of Latin American 
countries to have the products of their soil go through all the 
stages of processing before they are exported should be called 
a “strong emotional drive of nationalism . . . above the plane of 
economics” (E., p. 370). Except for a few instances of exag- 
geration, of “neurotic nationalism” (H., p. 489), the efforts to 
terminate the colonial system had a sound economic basis. Wit- 
ness, e.g., Argentina’s success in manufacturing woolen fabrics 
locally out of domestic wool, instead of exporting the wool to 
England and re-importing it later in the form of fabrics. 

What the Latin American countries need most is a diversified 
economy in order to raise their standard of living. That this 
goal can no longer be achieved by merely giving private capital 
free reins to decide upon investments in its traditional hap- 
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hazard way of free enterprise, is a lesson they all learned during 
the last decades. Yet, as Wythe rightly points out, “it must be 
recognized that the tempo and character of industrialization 
must be adapted to the special circumstances in each country” 
(p. 355). In some countries, the government may only go as 
far as favoring certain investments by giving tax or duty ex- 
emptions or exclusive concessions; Uruguay has had such a 
policy since 1921, “under which over one hundred such conces- 
sions have been granted” (W., p. 74), Panama a similar one 
since 1937 (ibid.). In other countries, government interven- 
tion may run the gamut from partnerships between government 
and foreign capital (as in Paraguay; see H., p. 299) or estab- 
lishment of partnerships between government and local capital 
(as in Argentina; see W., p. 118) to outright government monop- 
olies.!* In one country, Argentina, the state has begun to 
monopolize the more important fields of foreign and domestic 
trade and is about to revolutionize the economy completely once 
the Five-Year-Plan comes into full swing. 

With the immense profits accruing to the state from the 
present export monopoly— one major transaction alone, the 
sale of linseed products to Britain, netted a surplus of 780 mill- 
ion pesos ''—and with other revenues, the Perén government 
intends to finance the construction of huge hydroelectric power 
plants, boosting production from 45,000 kw in 1943 to 1,400,000 
in 15 years, and, within five years, to increase industrial per- 
sonnel by 34%, installed energy by 50% and the “added” value 
of industrial output by 43.3% over the 1943 figures. To give 


1} Government monopolies in the production of, or trade in, certain 
commodities are nothing new in Latin America. Wythe, who strangely 
calls them “state socialism” (p. 47), lists the following: Pert: tobacco, 
salt, denatured alcohol, opium, explosives, matches, guano, playing cards; 
Ecuador: alcohol aguardiente, tobacco, explosives, cigarette paper, 
matches, salt; Colombia: alcohol; Guatemala: matches, cigarette paper; 
Uruguay: electricity, telephone, mines, alcohol, fuels, cement; Argentina, 
Bolivia, Chile, Mexico: petroleum (partial monopolies) (p. 73), to which 
list may be added the partial or full monopolies lately established in Ar 
gentina in meat packing, telephone, banking and railways. 

14 Compared with the 1358.7 million pesos budget income for 1945, this 
was about 58% of a whole year’s revenue. 
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only a few more details: the plan provides for a 90% increase 
of paper production, 160% of steel ingots, 300% of caustic soda, 
27% of cotton yarn, and soon. It also encompasses price fixing 
by the government and state control of all private activities in 
practically all fields of production of prime materials and semi- 
finished goods, with the state authorized to expropriate existing 
plants or to create “mixed” enterprises to compete with private 
capital wherever the government sees fit. 

The motive behind Perén’s Five-Year-Plan is the same as 
that behind the efforts to favor industrialization in the other 
Latin American nations (except that the so much more ener- 
getic and consistent way these efforts are being carried out in 
Argentina may be explained by the fact that there the motive 
of rearmament for political expansion should be added to the 
purely economic reasons): to make the countries as self-suffi- 
cient and economically balanced as possible and thus less depend- 
ent upon foreign trade.’ 


Here we come finally to the most important problem for 
Americans in reference to the industrialization of Latin Amer- 
ica, namely, what influence it will have on our foreign trade. 
Spruille Braden, formerly Assistant Secretary of State in charge 
of Latin American relations, states in his contribution to Hugh- 
lett’s symposium, “that the United States government rejects 
the view that the industrialization and diversification of the 
Latin-American economies are threats to the maintenance of 
our own export markets in that area” (p. 488). Yet, many 
American businessmen seem not as confident. As we learn 
from the same book, the Coordinator of Inter-American Affairs’ 
1942 program of providing training for Latin American students 
in United States textile mills had to be abandoned because 
“United States manufacturers were . . . unwilling, because of 
the fear of future foreign competition, to accept the men who 
were brought here for training” (p. 443). These students were 
finally accepted for training by textile machine manufacturers 


15 For an excellent discussion of the problem whether or not industrial- 
ization will make the Latin American countries less ‘dependent” upon for 
eign trade, see Wythe, p. 351. 
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for whom industrialization of Latin America appears not as a 
menace but as a welcome opportunity to sell more machinery. 
Here we have the problem in a nutshell. Though it is not im- 
possible that, in the long run, industrialized Latin America might 
be able to buy American exports perhaps in even greater volume 
than before, the composition of these exports will undergo a pro- 
found change, and it is not much of a solace to exporters losing 
their old markets because of the import countries resorting to 
domestic manufacture, to know that other exporters experience 
a considerable upswing of business with these same countries. 


However, whether the total volume of American trade will 
really not be negatively affected remains to be seen. Three 
problems arise in this connection: 

(1) If there is an increase of foreign trade as the result of 
the industrialization of Latin America, at whose expense will 
it come about? 

(2) Can multilateral trade be reestablished? 


(3) Will the United States be willing to accept larger im- 
ports from Latin America? 


With regard to the first problem, Wythe cites the example of 
the decline of British trade as the result of the development of 
textile factories in Latin America and the increase of American 
trade: “British firms have obtained a large part of the business 
of equipping the new textile factories, but this alone has not been 
sufficient to compensate for the loss of the cotton- and woolen- 
goods markets. Great Britain has been able to obtain only a 
small part of the business arising from the more diversified de- 
mands the Latin American countries are now making—for motor 
vehicles, agricultural equipment, office machines, electrical ap- 
paratus, and various types of machinery and chemicals” (p. 349). 
And he also points out that, on the other hand, “the United 
States has been affected more than any other country by the in- 
creased production in Latin America of certain products of the 
soil or the subsoil—cereals, wheat, lard, eggs, fruits, lumber, 
naval stores, tobacco, and petroleum products—of which the 
United States has usually been the principal supplier. The 
United States has also lost a large part of its former Latin Amer- 
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ican markets for various manufactured products, such as cotton 
goods, leather and leather manufactures, hosiery, toilet articles, 
and pharmaceuticals, but it has more than recouped these losses 
in other directions’’, because it has been “the leader in perfecting 
those specialities and products of mass-production industries 
which have been in greatest demand in Latin America”. (ibid). 


As to the reestablishment of multilateral trade, the outlook 
is not good at all. J. B. Condliffe, in his excellent study, Ob- 
stacles to Multilateral Trade points out that, “for political 
rather than economic reasons” it may be expected that “regional 
trading blocs” may again be organized, as since the war’s end, 
“several hundred bilateral agreements” have already been ne- 
gotiated.'* 

This brings us immediately to the third problem, the tariff 
reductions. As things stand now, it seems very unlikely that 
American vested interests will bow to the national interest and 
refrain from blocking imports from Latin America that would 
interfere with their particular business. Although Braden 
rightly stresses that “our own Hawley-Smoot tariff was one of 
the first economic provocations” (H., p. 49), it is improbable 
that exhortation such as “‘it is to be hoped that we have learned 
a lesson” (H., p 492) will induce the Washington lobbies to mend 
their ways. We should be aware of the fact that all our much 
vaunted reciprocal trade agreements negotiated until now had 
to be carefully limited to items which would not noticeably hurt 
the vested interests.17 As Wythe points out (p. 349), it is almost 
impossible to prove statistically in advance that the industrial- 
ization of Latin America, which certainly will be “disturbing to 
established trade connections” (p. 348), will not result in a de 
crease of the total volume of American exports into Latin 
America. 

But as long as the United States remains unwilling to lower 
the tariffs in order to facilitate larger imports from Latin Amer- 
ica, where should these countries get the dollars from to pay for 


16 National Planning Association, Planning Pamphlet No. 59, Washing- 
ton, D. C. (April 1947), pp. 25, 22. 
17 See Condliffe, op cit., p. 22. 
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their purchases here, once their war-accumulated dollar reserves 
are exhausted? From their exports to Europe and other coun- 
tries? But it is well known that these countries, especially 
Great Britain, suffer from the same disease: their dollar supply 
is far inferior to their own most urgent needs for purchases in 
the United States. 

To take Argentina as an example again: Argentina’s trade 
balance with the United States, except for a two-year period, 
was adverse from 1918 to 1940, the excess of Argentine imports 
averaging roughly 36 million dollars per year. Admitting, with 
proper sanitary safeguards, Argentine meat, to the extent of 1% 
of the American consumption, would dispose of a large enough 
part of Argentina’s meat export surplus to do away with a 
very substantial part of the unbalanced trade.’® Yet, the Farm 
Bloc in the United States Congress can be counted upon not to 
change its obstruction to any agreement whatsoever opening the 
United States to Argentine beef. 


Another way out would be the institution of triangular trade 
relations between the United States, Great Britain and Ar- 
gentina. The United States loan to Great Britain, as Hughlett 
points out, by providing for a removal of sterling area trade 
barriers, has made it possible for the United States “to buy 
from Great Britain and the Empire in quantity high enough to 
include the difference in our trade with Argentina . .. [so as 
to] equate the market differences . . .” (p. 24). But it is im- 
probable that such a policy of trilateral trade will become effec- 
tive in the foreseeable future. When I advocated this policy 
about three years ago, I added “perhaps it is too visionary to en- 
visage such a solution” '* and this still holds true. For a long 
time to come it will hardly be possible for the United States to 
buy from Britain and the Empire a share of exports large 
enough to provide dollar exchange for Britain’s own import 
needs from the United States. The present 3750 million dollars 
loan will be exhausted soon. Undoubtedly, another one will 
have to be arranged, and it would be unrealistic to expect that 


18 For details see Argentine Riddle, p. 209. 
19 Argentine Riddle, p. 221. 
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permission would be granted to Britain to use these dollars to 
pay for imports from Argentina—or any other country.”° 


If we consider that, sooner or later, European—and perhaps 
even Russian—goods will reappear on the Latin American mar- 
kets, and that these countries will certainly be willing to accept 
bilateral trade agreements, it is doubtful whether industrializa- 
tion of Latin America, in itself, will prove a boon for United 
States exports. It is true that, as Hughett states, ‘any long- 
range program of inter-American trade must be based upon the 
reciprocity of buying as well as selling” (p. 52),*1 but it would 
be unrealistic to expect a solution from this method alone, since 
the obstacles to long-range tariff reductions are too great. 


Another, and more promising, solution would be the method 
of capital export. Of course, the tourist trade with Latin Amer- 
ica will reach unprecedented heights, once enough passenger 
ships become available again.2* But though the Latin American 
countries can be counted upon to foster this convenient way of 
securing dollars,** this form of trade can by no means suffice to 
cover Latin American purchases here. Only capital export in 
the form of government loans, long-range bank credits or private 
investments would be of real help. It is quite a difference for 
a dollar-short country whether or not her import of durable 
goods has to be paid at once out of dollar reserves or current 
export. It would be quite some relief if payment could be dis- 
tributed over a large number of years by amortization of loans 
or bank credits, or if payment in dollars would not have to be 
envisaged at all. This would be the case if this capital export 
took the form of investments—on Latin American terms, of 


“0 Editor’s note: This article was written before the dollar crisis of 
August. 

“1 See also the catalogue of conditions the fulfillment of which would be 
“vitally important if we are to have continued peace and prosperity within 
the Americas”, in the chapter on the mining industries in Hughlett’s vol- 
ume (p. 211 f.). 

22 Government experts estimate that American tourists may be ex- 
pected to spend 2.5 billion dollars abroad annually, provided passport. 
shipping and custom problems can be solved on an international basis. 

23 Se E., p. 411. 
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course—in partnerships or shares, where only the transfer of 
reasonable profits abroad would have to be covered. 


All three books mainly emphasize the solution by means of 
increased reciprocal trade,—the least likely to happen. The 
problem of capital export would have deserved more consider- 
ation. However, it is to their merit that they have brought the 
problems of the complicated structure of American interest in 
Latin America’s industrialization into sharp focus. If we look 
at history, it is true that, as Ezekiel states in his conclusions, 
“industrialization, by increasing the prosperity of other nations, 
enables them to buy more from us as well as to sell more to us. 
The potential gain to advanced nations from this increased in- 
terchange of goods, both ways, is far greater than the gains 
which limited groups of their population have drawn in the past 
from colonial exploitation” (p. 446). But does history always 
repeat itself? 


Of course, a third way of solving the problem suggests it- 
self. From the viewpoint of Latin American nationalists as 
well as that of the United States vested interests it may sound 
preposterous and utopian. The three books have not mentioned 
it, but it warrants serious discussion :if the Latin American na- 
tions should become states of the United States of America, 


would their loss of sovereignty not be far overcompensated by 
economic gains? 











—_—— Aspects of the 
Argentine War of — 


(1852-1861) 
By, A. 3. Walford” 


The chief political events of the decade 1852-1861 in Argen- 
tine history are well-known. The overthrow of Rosas, the dic- 
tator of Buenos Aires, by Urquiza, a provinciano and a federal- 
ist, prepared the ground for an era of national organization. 
But regarding ways and means, provincianos and portenos soon 
parted company. Thirteen provinces voted supreme power ad 
interim to General Urquiza after his victory at the battle of 
Caseros, although Buenos Aires, the fourteenth province, refused 
to endorse the terms of what she believed to be a nascent dic- 
tatorship. Urquiza laid siege to the city of Buenos Aires by 
land and river, but failed to reduce the revolted province to 
submission. A protracted war of secession between the Argen- 
tine Confederation and the province (later, State) of Buenos 
Aires occupied the years 1852-61. Porteros played no part in the 
framing of the Argentine Constitution of 1853; on the contrary, 
antagonized by the Argentine legislative attempt to federalize 
the city of Buenos Aires, they not only rejected that Constitu- 


*Dr. A. J. Walford, graduate of London University, is Head of the 
Library Research Section, Joint Intelligence Bureau, Ministry of Defence 
(Great Britain.) This article is part of a larger study entitled 
Buenos Aires and the Argentine Confederation, 1852-1861. 
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tion but in 1854 formed one of their own. Open war broke out 
in 1859 and again in 1861, leaving victory in the hands of 
Buenos Aires. 


What is less obvious is the economic background to this 
struggle for political supremacy, the expedients to which the 
Argentine Confederation, hampered by an empty treasury, was 
forced to turn in order to compete with the wealthy dissident 
province. Rosas, who was overthrown in 1852, had been quick 
to realize the importance of a command of the river system 
of the Plata, draining as it did a vast emporium of resources and 
potential markets.' Buenos Aires was the only Argentine prov- 
ince with direct access to the sea. By gaining complete control 
of the mouth of the Plata, which was flanked by the two great 
ports of Buenos Aires and Montevideo, the dictator aspired to 
throttle every attempt to open up markets in the interior and 
to impel provincial trade to flow through the metropolis.? All 
goods had to be transhipped at the port of Buenos Aires, where 
they were subject to duty. 


While Rosas remained supreme, the plan proved more or less 
successful. Although Montevideo eventually eluded his grasp. 
Buenos Aires became the monopolist of Argentine trade and con- 
trol of the island of Martin Garcia, in the delta of the Plata. 
prevented the outer world’s access to the rivers of the interior. 
The long-isolated rural, up-river population came to hate the 
very word ‘foreigner’, being schooled into indifference to the 
advantages of commerce. The pampered mercantile commun- 
ity of Buenos Aires, with its large foreign element, had good 
reason to deplore the passing of the age of Rosas. To General 
Urquiza, the liberator of 1852, it was, on the other hand, a 
heaven-sent opportunity to give economic freedom to the up 
river provinces. As Governor of the riverain province of Entre 
Rfos and the greatest estanciero of the interior, he had more 


1Cady, J. F., Foreign intervention in the Rio de la Plata, 1838-1850 
(Philadelphia, 1929), p. 267. 

2 Hopkins, E. A., “La Plata and the Parana”, in De Bow’s Review 
(New Orleans), 18438, v. 14, p. 238. 
3 Cady, J. F., op. cit., p. 269. 
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cause than anyone to resent the commercia) stranglehold of 
Buenos Aires. Economic as well as political reasons therefore 
induced him to lead the ‘crusade’ against Rosas in 1851. 


The victory over Rosas had been won in February 1852. In 
August General Urquiza, as ‘Provisional Director of the Argen- 
tine Confederation’, issued a decree establishing custom-houses 
not only on the sea-coast of the province of Buenos Aires (at 
Salado and Bahia Blanca) and the Rio de la Plata (in Buenos 
Aires and on Martin Garcia), but in the Rio Uruguay (at Con- 
cepcién) and the Parana (at Rosario, Parana and Corrientes), 
as well as inland (at Mendoza, Salta, San Juan and Jujuy).* 
The Rios Parana and Uruguay were thereby declared open to 
foreign vessels of over 120 tons, and Buenos Aires was desig- 
nated as a port of deposit. The secession of the province of 
Buenos Aires from the Argentine Confederation in September 
1852 led to an amended decree in October,® in which Urquiza 
added a further ten ports to those listed, abolished the tonnage 
limit, and excluded Buenos Aires from the commercial privileges 
accorded to the other Argentine provinces; her commercial rat- 
ing was that of a foreign country. In retaliation, the porteno 
legislature announced the free navigation of the Rio Parana 
“in so far as it concerns the province of Buenos Aires.” ® 


River navigation now took on an international aspect. For- 
eign powers who were commercially interested in the opening 
up of Argentine riverain markets—the United States, Great 
Britain, and France—had already approached Urquiza. Robert 
C. Schenk, the United States Minister in Rio de Janeiro, hinted 
to his Government that the time was ripe for them to negotiate 
for the free navigation of the Plata.?. Sir Charles Hotham, Brit- 
ish Minister in Buenos Aires, emphasized that there was clearly 


4Enclosure in Gore to Malmesbury, September 1, 1842, Great Britain, 
Foreign Office, 6/169, despatch no. 107. 

5 Registro oficial, v. 3, no. 3037. 

6 British and Foreign State Papers, v. 42, p. 1314. 

7 Schenk to his Government, February 14, September 4 and 7, 1852, in 
Brazilian Despatches, XIX, cited in Hill, L. F., Diplomatic relations be- 
tween the United States and Brazil (London, 1932), p. 215. 
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a future for British industries in this new Argentine market. 
“A pastoral population,” he argued in a note to Lord Malmes- 
bury,® “are our best customers; so long as they find room for 
agricultural pursuits, they will neglect manufactures, and leave 
to others the provision of their wants.” 


Urquiza himself was ready enough to fall in with these 
views, but he also felt the need for caution. He was not blind 
to the fact that his success at the battle of Caseros in 1852 had 
been due largely to the co-operation, both military and financial, 
of Brazil; it would be difficult for him to refuse a boon, were 
the Imperial Government to demand it.’ He was well aware 
that Brazil sought the monopoly of riverain trade for the bene- 
fit of her landlocked province of Matto Grosso. Nevertheless, 
he was determined to take the risk. On July 10, 1853, as Pro- 
visional Director of the Argentine Confederation, he signed 
separate but identical treaties with representatives of France, 
Great Britain and the United States.!° The Confederation 
thereby opened the navigation of all Argentine inland waters 
“to the merchant vessels of all nations.”’ In the event of war, 
free river navigation was to be maintained (Article 7). Brazil, 
Paraguay, Bolivia and Uruguay, as interested countries, were 
invited to become signatories to the Treaties. 


On the face of it, the stroke was a brilliant one. Urquiza 
appeared to have deprived the dissident province of Buenos 
Aires of economic control over the Plata basin, a control which 
gave her great port some $3,000,000—4,000,000 per annum,— 
practically the entire customs revenue of the country. To pre- 
vent the port of Buenos Aires from re-establishing its monopoly 
after the failure of the Confederation blockade (January to July, 
1853), free navigation treaties with foreign powers had to be 
signed and signed quickly.1' Those treaties now bound the 


8 Hotham to Malmesbury, London, February 20, 1852, F. O. 59/2. 

9 Ibid. 

10 British and Foreign State Papers, v. 2, p. 3ff. (Great Britain) ; 718ff. 
(France); v. 43, p. 1071ff. (U.S.A.). 

11 Carcano, R. J., Del Sitio de Buenos Aires al campo de Cepeda (1852- 
1859), (Buenos Aires, 1922), p. 22. 
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thirteen loyal provinces to the three most powerful nations in 
the world at that time; they raised the War of Secession between 
the Confederation and Buenos Aires out of a purely local setting. 
But while, theoretically, the result was to distribute the foreign 
trade hitherto appropriated by Buenos Aires and Montevideo, 
in fact, it was a valiant attempt to reverse overnight an eco- 
nomic system which had been jealously built up over several 
decades. For their part, the Government of Buenos Aires pro- 
tested against the signature of the Navigation Treaties, de- 
nouncing them as an infringement of the sovereignty and juris- 
diction of the province, and declaring that Urquiza had made 
himself the dupe of foreign powers, particularly of Brazil.!? 


The Argentine Constitution of 1853 added its quota to the 
fabric of the new economic system. Article 11 struck a new 
note of economic unity in decreeing the abolition of customs’ 
barriers within the Confederation. Article 9 nationalized the 
provincial custom-houses cited in the Decrees of 1852. 


But the situation called for a focal point of economic control. 
an up-river counterpart to the port of Buenos Aires. Rosario, a 
town in the province of Santa Fe and some 170 miles north-east 
of Buenos Aires, was the logical choice. It was on the highway 
from Buenos Aires to Peru and Chile; it occupied a key position 
in the centre of the Confederation. As a port on the Rio Pa- 
rand, it was admirably suited to large vessels; not even the 
harbour of Buenos Aires boasted such depth and safety of 
approach. Once the Navigation Treaties had been signed in 
1853, Rosario became automatically the first port of the Con- 
federation. The British Consul in Buenos Aires described it in 
glowing terms as a town possessing a population of 7-8,000 and 
a thriving river trade.’* “At present,” he added, “more than 
70 vessels are loading and unloading.” This sudden accession 
of trade to Rosario was attributed to the obvious isolation of 
Buenos Aires, “which has forced the provinces to make exertions 
of their own; they have hitherto been kept in check or made 


12 Jbid., pp. 224-5. 
13 British and Foreign State Papers, v. 42, p. 779ff. 
14 Gore to Clarendon, October 2, 1853, F. O. 6/178, despatch no. 75. 
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subservient to the interest of Buenos Aires.” '® The British 
Government, indeed, considered Rosario to be already of suffi- 
cient importance to merit the temporary appointment of a Vice- 
Consul. 


Despite this optimism, it was plain enough that the lead es 
tablished by the port of Buenos Aires was an exceedingly long 
one. Communications were all in the latter’s favour; to reach 
the Atlantic from Rosario entailed a down-river journey of 
nearly 200 miles, and it was a journey over which a sailing ship 
might expend many days, only to return in ballast, with an in- 
significant freight. The overland route to Rosario, too, was 
dangerous, tedious, and costly. Moreover, the capital necessary 
for the exploitation of provincial resources lay in Buenos Aires, 
and vested interests there, even assuming that they were willing 
to gamble on the vicissitudes of a civil war, were loth to venture 
into the unknown by establishing branches of their commercial 
houses at Rosario. Consul Gore described their reactions: *— 


“On the part of the foreign merchants at Buenos 
Aires there is a desire to live rather in the Rosas style, 
monopolising the wealth of the country in the capital, 
and creating an emporium of goods to supply the whole 
Confederation. Their profits individually will perhaps 
amount to as much if not more than if the provincial 
trade were divided and they were obliged to maintain 
several establishments and bring produce to several 
markets.” 


General Urquiza was elected Argentine President in 1854, 
and the burden of his Presidential Message of October 12 may 
serve as a commentary on the economic ‘state of the union’.'” 
One does well to remember that the country was, economically, 
in its infancy. Immigration, forbidden under Rosas, was a 
mere trickle in 1854.18 There were no railways, and few good 


5 Parish to Gore, September 30, 1853, Enclosure, ibid. 

'6 Gore to Clarendon, October 2, 1853, F. O. 6/178, despatch no. 75. 

17 Mensaje del presidente de la Confederacién, October 22, 1854, cited 
Carcano, R. J, op. cit., p. 282. 

18 Jefferson., M., Peopling the Argentine Pampa (New York, 1926), 
p. 41. 
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roads; no bridges or ferries. The marauding pampas Indians 
were still a serious menace. The area of land under tillage was 
remarkably small, and for some years ahead cereals had to be 
imported. Barbed wire fencing, so essential to systematic cattle 
breeding, was a novelty; sheep had more value than cattle. 
And it was this backward agricultural state of thirteen prov- 
inces that President Urquiza hoped to fashion into a self-suffi- 
cient community. 


But there was more than this at stake. Upon the Confeder- 
ation, as opposed to Buenos Aires, developed the maintenance 
of national administration. To meet it, there was no direct 
federal taxation, and such provincial taxation as existed brought 
insignificant returns.’® In 1854 Urquiza confessed that, lacking 
money, revenues and a regular commerce, the Government had 
been obliged to improvise and rely on the help of the more pub- 
lic-spirited of the provinces. As a result, the treasury had 
proved unable to meet even current expenses, such as the daily 


salaries of Congressional deputies; payment simply fell into 
arrears.”° 


Until 1854 the Confederation possessed no banking or credit 
system of its own, no means of issuing and circulating paper 
currency. As early as February 1853 a loan had been nego- 
tiated by the Confederation agent at Montevideo on exorbitant 
terms.*! The Confederation Government thereby acquired 300,- 
000 pesos fuertes’ (dollars’) worth of bills at 75 and agreed to 
pay 12 percent interest. The bills were to circulate in Confed- 
eration ports as a medium of exchange, and their conversion into 
bullion was required within 12 months of the loan. A Gov- 
ernment cannot long subsist on such ruinous terms, and on De- 
cember 9, 1853 a decree was issued from Parana, setting up a 
national bank, the Banco de la Confederacién Argentina. This 
bank opened its doors on February 3, 1854.2" 


19 Rowe, L. S., The federal system of the Argentine Republic (Wash- 
ington, D. C., 1921), p. 41. 

20 Mensaje del presidente, op. cit., pp. 282-3. 

*1 Hansen, E., La moneda argentina (Buenos Aires, 1916), p. 333. 

22 Martin de Moussy, V., Description géographique et statistique de la 
Confédération Argentine (Paris, 1860-64), v. 2, pp. 536-7. 
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The Banco de la Confederacién was authorized to issue paper 
money up to a maximum of 6,000,000 pesos fuertes (dollars), of 
which 2,000,000 pesos were to serve as its capital. In January 
1854 a European contract for the minting of a 100,000,000 pesos 
copper currency was drawn up, but it never materialized, and 
in July the use of paper money was made obligatory.** The 
Confederation authorities were slow to realise the inflatory 
tendencies of an excessive issue of paper currency, in the ab- 
sence of any bullion reserve. A further decree of July 22, 1854 
reduced the issue powers granted to the Bank from six to two- 
and-a-half million pesos; paper money already in circulation 
(1,320,203 pesos) was to be redeemed at the rate of 90,000 
pesos per month.** The scheme fell through and, after a brief 
career of seven months, the Banco de la Confederacion closed 
its doors on November 26, 1854,”> saddling the Parana Govern- 
ment with a public debt of 676,119 unredeemed pesos fuertes. 


Nor was this all. Some 350,000 dollars’ worth of paper 
money was estimated to be still circulating. This was to be 
withdrawn at the rate of 50,000 dollars per month, the loss to 
be met by imposing an additional customs duty of 6% ad valorem 
on imported goods for one year.*° Only six days later the Gov- 
ernment, proving unable to make headway with the conversion 
scheme and still endeavouring to establish some medium of ex- 
change, authorized the issue of 250,000 pesos’ worth of money 
bills. In December 1854, again, they declared that existing 
paper-money was to be honoured at all custom-houses at face- 
value, but it was only to serve as payment for one-third of the 
duty imposed in each case; the remaining two-thirds was re- 
quired in metal currency. It was hoped, by dint of gradual 
conversion, to afford adequate protection to all financial in- 


“3 Hansen, E., op. cit., p. 854. The Confederation peso may be taken 
as equivalent to the peso fuerte or dollar; where the Buenos Aires peso is 
mentioned the equivalent in dollars is stated. 

24 Tbid., p. 355. 

*5 Registro oficial, v. 3, nos. 3070, 3078, 3287. 

26 Ibid., v. 3, no. 3318. 
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terests involved. According to Martin de Moussy’s estimate,” 
only 250,000 paper pesos (as originally issued by the Banco 
de la Confederacién) was still circulating, and by the end of 
1855 the whole of this amount had been redeemed. In May, 
1856 the money bills which had been issued in place of a reg- 
ular currency in November 1854 were converted into a Bo- 
livian silver currency at a depreciation of one-sixth.*® 


The Confederation budget for 1855 disclosed a financial 
crisis: expenditure, not including an internal debt of 1,101,628 
pesos, amounted to 2,880,441 pesos; anticipated revenues totalled 
no more than 1,758,000 pesos.*® The situation was becoming 
out of hand. The Congress at Parana felt a growing urge for 
drastic action; since the Navigation Treaties of 1853 had failed 
to secure to the Confederation ports a just allocation of foreign 
trade and revenue, coercive measures must be adopted. 


On November 10, 1854 Dr. Manuel Lucero, a deputy for the 
province of Cérdoba, moved the adoption by Congress of a system 
of differential tariffs.3° He had come to this decision as the 
result, he said, of a careful study of the trading interests of his 
own province; what was more important, he had the backing of 
his friend, Santiago Derqui, Minister of the Interior. Lucero 
proposed that all foreign goods which entered Confederation 
ports via Buenos Aires and Montevideo, 7. e., by transshipment, 
should be subject to a differential duty. If goods were intro- 
duced direct from points outside the two ports named, only the 
direct tariff was to be levied. Lucero explained that the object 
was twofold; he proposed to destroy the carrying-trade of 
Buenos Aires and to open up a system of direct trading between 
the Confederation and foreign markets.*} 


For two years (1854-56) opinion in the Chamber was di- 
vided. Advocates of differential tariffs argued that the country 


“7 Martin de Moussy, V., op. cit., v. 2, p. 537. According to Hansen 
(op. cit., p. 357), the paper-money issued by the Banco de la Confederacién 
in November 1854 was still partly unredeemed in June 1856. 

*8 Hansen E., op. cit., p. 357. 

“9 Carcano, R. J., op. cit., p. 283. 

30 Pelliza, M. A., op. cit., pp. 193-7. 

31 Carcano, R. J., op. cit., pp. 284-5. 
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had relied too long upon Buenos Aires and Montevideo for its 
trading functions; the time had come for the National Govern- 
ment to set up a market of their own. Two-thirds of Argentine 
imports, they argued, came through Buenos Aires and Monte- 
video, and the entire weath of the interior provinces flowed into 
the coffers of the port of Buenos Aires in the shape of duties 
and tariffs of various kinds,—some $3-4,000,000. The National 
Government were in danger of collapsing through lack of re- 
sources, and only the imposition of a differential tariff could 
maintain them. Once Buenos Aires had been deprived of her 
great commercial monopoly, the Confederation would turn the 
scales in its own favour, and discord in Argentina would be at 
an end.*? 


The less volatile members of the Chamber of Deputies at 
Parana, and they included Dr. Rawson and Vicente G. Quesada, 
were more far-sighted. They asked if a commercial supremacy 
such as that of Buenos Aires could be eliminated by the passing 
of a single tariff law. The idea was, of course, preposterous: 
far better for the Confederation Government to build up the 
national life and sound institutions; to populate the Pampas; 
to foster immigration and hence industries; to safeguard the 
frontiers against Indian marauders; to improve means of com- 
munication. These objectives might lack the melodramatic ap- 
peal of a tariff war, but they were certain to stimulate produc- 
tion and therefore exports, to increase consumption and, with 
it, imports.*? 


So the question of differential tariffs hung fire until 1856. 
Even then it was the persistent urging of the merchants of the 
up-river provinces rather than Congress who were finally re- 
sponsible for the revival of the project. Furthermore, the law 
of differential tariffs which was sanctioned by Congress on 
July 19, 1856 passed the Chamber of Deputies by a majority of 
only four votes; in the Senate it was passed by the barest of 


32 Jbid., pp. 286-7. 
33 Pelliza, M. A., op. cit., p. 193. 
34 Carcano, R. J., op. cit., p 290. 
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margins,—one vote.*4 The provisions, which were substan- 
tially those of the original project of 1854, ran as follows:—* 


“Four months after the promulgation of the present 
law, all merchandise which proceeds within the Capes 
(7. e., Cabo San Antonio and Cabo Santa Maria, flank- 
ing the estuary of the Rio de la Plata) to the Confeder- 
ation, through the river-ports of the same, shall pay the 
following import duties :— 

1. Goods which are not subject to a specific duty 
shall pay double the ordinary duty (i. e., 36% instead 
of 18%). 

2. Goods subject to a specific duty shall, on intro- 
duction, pay an additional duty of 30% ad valorem. 

3. Imported goods which proceed direct from places 
beyond the Capes to the ports aforesaid shall continue 
to pay the ordinary duties only. 

4. The natural products and manufactured goods of 
Uruguay, Paraguay and the riverain possessions of 
Brazil situate within the Capes and imported. direct 
into the Confederation, shall be considered under the 
preceding Article. 


5. The natural products and manufactured goods of 
the Province of Buenos Aires shall be admitted free of 
duty, as if they were national products.” 


The reaction of foreign vested and trading interests was 
immediate. In Buenos Aires British creditors and merchants 
protested to the Governor of the State of Buenos Aires. The 
great commercial houses of Baring and Rothschild expressed 
disapproval through their representatives.2* On November 25, 
1856 the British Government instructed Consul Christie at 
Parana to remonstrate with the Confederation Government re- 
garding the decree “imposing a higher differential duty on for- 
eign goods carried to ports of the Confederation by transship- 
ment from Buenos Aires or Montevideo.” ** The British note 
pointed out that this tariff decree ran contrary to Article 4 of the 


35 Registro oficial, v. 3, no. 3810. 
36 Carcano, R. J., op. cvrt., p. 288. 
37 Clarendon to Parish, November 25, 1856, F. O. 6/194, despatch no. 23. 
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Treaty signed between Great Britain and the United Provinces 

of the Rio de la Plata in 1825.°° That Article had stated that 
“no higher or other duties shall be imposed on the im- 
portation into the said United Provinces of any article 
which is the growth, produce or manufacture of 
H. B. M.’s dominions than are, or shall be payable on 
similar articles which are the growth, produce, or man- 
ufacture of any other foreign country.” 


The Treaty of 1825 had not stipulated that importation must 
be direct; neither did it prohibit transshipment. On the con- 
trary, importation by transshipment had been the normal method 
of trade between Britain and the Plata Provinces, and it must 
therefore be presumed to have been in contemplation by the 
signatories at the time of the Treaty. The note concluded that, 
since no differential tariffs were levied on the produce of Para- 
guay, Uruguay or riverain Brazil by the decree of 1856, it must 
be taken that the tariff system imposed was a preferential one 
and contrary to the Treaty of 1825. 


The attitude of the British Government appears later to 
have become modified a little,®° possibly because the new Con- 
federation tariff had not singled out particular items as dutiable. 
Nevertheless, as a result of Consul Parish’s representations to 
the Parana Government, the date fixed for the operation of 
the tariff decree of 1856 was deferred for three months.*® Not 
that the logic of events was to be gainsaid; on February 29, 1857 
the law came into force and a tariff war was declared against 
Buenos Aires. 


Dr. Santiago Derqui, the Minister of the Interior, and Dep- 
uty Lucero, with the interests of the province of Cérdoba at 
heart, had undoubtedly been the prime movers. President Ur- 
quiza, always impressionable, had fallen in with the views of his 
enthusiastic Minister and by 1856 was willing to hazard this 
tariff weapon in order to coerce the dissident province of Buenos 


88 Argentine Republic. Tratados, Convenciones, v. 8, 278ff.; British and 
Foreign State Papers, v. 12, p. 29ff. 

39 Enclosure in Paris to Clarendon, July 30, 1856, F. O. 6/194, des 
patch no. 8. 
40 Parish to Clarendon, July 30, 1856, F. O. 6/194. despatch no. &. 
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Aires into submission. The Congressional Message of 1857 
showed him to be wholeheartedly in favour of the new policy.*! 
Consul Christie, writing from Buenos Aires, declared: ‘Genera! 
Urquiza wishes to avoid using force, but is prepared for the 
necessity of using it...and expects that Buenos Aires may be 
induced by fear, and will be induced by nothing else, to join the 
Confederation on his terms.’’* 


The facts were against the pro-tariff party at Parand. What 
inducement had the provincianos to offer foreign traders? 
Shipping facilities alone gave the port of Buenos Aires every 
advantage over Rosario and Gualeguaychu (Entre Rios). The 
navigation system of the Rios Paranda and Uruguay was still in 
its infancy: there were no buoys; approaches to harbours were 
silted up; coasts and canals were unlighted; no security was 
offered against accident or loss of cargo. What was even more 
important, foreign shipping was obviously not prepared to open 
up trading relations with up-river provinces which had nothing 
to export. Rural industries would first have to be revolution- 
ized. On the other hand, of what avail was an economic policy 
of sound but gradual organization, of immigration and intensive 
agriculture, at a time when the Government was dogged by 
insolvency and had to act quickly? President Urquiza himself, 
in the financial straits of 1856, had cut the provincial expendi- 
ture of Entre Rios in order to help the Confederation Govern- 
ment; he had mortgaged the very Government House at Parana 
for 37,000 pesos.*4 


Del Carril, Vice-President of the Confederation and no friend 
of Derqui, gave it as his private opinion that, while the tariff 
appeared, theoretically, to be a sound move, it would prove other- 
wise in practice.** There were vested interests—the London 
and Paris business houses—which must be considered; it would 


41 Mensaje del presidente Urquiza al abrir el congreso de 1857, cited 
Carcano, R. J., op. cit., p. 292. 

42 Christie to Clarendon, August 29, 1856, F. O. 6/194, despatch no. 20. 

43 Carcano, R. J., op. cit., p. 293. 

44 Jbid., p. 328. 

45 Carta de vicepresidente Del Carril a Juan Maria Gutiérrez, Parana 
November 4, 1856, cited ibid., p. 291. 
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be extremely unwise to ignore them, and that was what Confed- 
eration economic policy was doing. Let us suppose, he argued, 
that the duty which Buenos Aires levied on 30% or 40% of all 
goods entering its port produced, at a conservative estimate, 
an annual revenue of two-and-a-half million pesos fuertes. 
Were the supporters of the tariff decree naively asserting that 
the remaining 60% to 70% of those goods must therefore pay 
duty at Confederation ports, bringing in a revenue of five million 
pesos fuertes? Del Carril put the optimum figure at 1,500,000 
pesos.*® There were two good reasons why the paper calcula- 
tion of his antagonists proved wide of the mark. Large out- 
side purchases of goods had already been made in Buenos Aires 
and Montevideo for the future consumption of the provinces. 
Another reason was that a contraband trade soon developed on 
a large scale along the Parana and Uruguay; owners of the light 
Italian river-craft which had hitherto subsisted on the river 
carrying-trade from Buenos Aires were naturally determined 
not to see their means of livelihood destroyed.** 


No doubt the import trade of Buenos Aires suffered certain 
ill-effects as a result of the decree of differential tariffs. Total 
revenues for 1857 were valued at 82,105,211 paper pasos (about 
$3,909,772) ,*° whereas in 1858 they fell to 74,573,636 pesos °° 
(about $3,551,125). But the economic status of the great port 
was too sound to experience more than a temporary set-back. 
Coastwise trade continued to bring timber, hides and fruit from 
the rural districts of the interior provinces to Puerto del Ria- 
chuelo. Buenos Aires, still the focal point of the Argentine 
carrying-trade, was in a position to allow free transit for freights 
(apart from the usual commissions and charges made for deposit 
and reloading of cargoes). Moreover, the State of Buenos Aires 
had still in reserve that most powerful of retaliatory weapons, 
a counter-tariff. 


6 Carcano, R. J. op cit., p. 291. 

47 Christie to Clarendon, January 31, 1857, F. O. 6/199, despatch no. 8. 

48 Carcano, R. J., op. cit., p .288. 

49 The Buenos Aires paper peso was worth about 1/21st of its face value 
during the years 1852-1859, i.e., about five cents. 

50 Martin de Moussy, V. de, op. cit., v. 3, p. 29. 
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A glance at the ‘statute-book’ of the Parana Government 
during the years of the secession of Buenos Aires shows repeated 
attempts to bolster up the country financially. Apart from the 
ill-fated attempt to set up a bank in 1854, an endeavour was 
made, also in 1854, to establish provincial banks. On March 1 
the Minister of the Interior allocated 212,460 pesos for that 
purpose *! and in August 160,000 pesos were invited in a scheme 
for a provincial bank at Corrientes.*? 


José Buschenthal, a native of Strassburg who had seen serv- 
ice in the famous Madrid banking house of José de Salamanca 
and later emigrated to Brazil, chose this opportune moment to 
entertain the Paranaé Government with his schemes for national 
financial rehabilitation.** There seems little doubt that Busch- 
enthal was a mere adventurer who hoped to place the impecu- 
nious Government under obligations to him, to raise contracts 
very profitable to himself, and generally to consolidate himself 
as a power in the land. 


Early in 1854 the Confederation Government had despatched 
the specious Buschenthal on a mission to Rio de Janeiro. He 
was instructed to obtain from the Imperial Treasury the loan of 
30,000 pesos fuertes at 75 and 12%, and to arrange for payment 
out of the Confederation revenues. Nothing came of the mis- 
sion.** The Brazilian Government, probably mindful of Busch- 
enthal’s previous record, declined to receive him and signified its 
intention to negotiate with the Parana Government direct on 
the question of a loan. 


In 1855 Buschenthal was entrusted with a mission to Europe, 
in order to raise a loan of five million pesos; the object of the 
loan was stated to be the laying of railroads,—one between 
Rosario and Cordoba, and the other across the Andes. In 
order to give Buschenthal some status, he was irregularly ac- 
credited as an envoy to the Court of Naples. Mystery surrounds 


51 Registro oficial, v. 3, no. 3104. 

52 Tbid., v. 3, no. 3242. 

53 Pelliza, M. A., op cit., pp. 178-9. 

54 Jbid., pp. 207-9. 

°5 Registro oficial, v. 3, nos. 3441, 3448, 3448. 
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the outcome of this mission. It is perhaps sufficient to note that 
the first railroad in question was not commenced until 1863, 
under entirely different auspices.*® 


Buschenthal, so far from being discredited by these reverses, 
was further favoured by the Parana Government. In July 1856 
he was authorized to establish a bank of issue, discount and 
deposit. There is no evidence to show that the project ever 
materialized. But rumour had it that certain members of the 
Government, notably J. M. Gutiérrez, Del Carril and Derqui, 
were deeply implicated with Buschenthal in financial jobbery.™ 


The contract for the re-establishment of a National Bank 
was made, not with Buschenthal, but with a Francisco de Bela- 
ustegui, representing the bankers Trouvé, Chauve and Dubois, 
on October 19, 1855. Despite its attractive prospectus, this 
bank, too, came to a premature end, in 1857.5 The further, 
ill-fated efforts of Messrs. Tor and Bracht convinced the Con- 
federation Government that to try and establish a bank of issue 
with no bullion reserve was playing at finance; it could only 
bring temporary relief. In order to obtain that substantial 
reserve, the Paran&é Government again turned their eyes towards 
Brazil. In June 1857 General Santa Cruz was sent on mission 
to Rio de Janeiro in order to float a loan of $1,000,000. ‘“£200,- 
000,” commented Consul Christie from Buenos Aires,®® “is a 
small sum, but this [Confederation] government has no credit. 
Their customs duties, the chief source of revenue, has [sic] 
been nearly extinguished since differential tariffs were intro- 
duced. This has obliged them to borrow money, and they hope 


56In 1854 Allan Campbell, a British engineer, proposed the construc 
tion of a Rosario-Cérdoba railroad; the Paranaé Government accepted the 
plan (Registro oficial, v. 3, nos. 3268, 3269) but capital was lacking. 
English backing was eventually obtained in 1860 and the Rosario-Cérdoba 
railroad was begun in 1863. In Buenos Aires a Railway Company was 
formed as early as 1853 and a 6-mile railroad between Buenos Aires and 
San José de Flores was opened up in 1857 (Brady, G. S., Railways of 
South America. Pt. 1, Argentina (Washington, D. C., 1926) pp. 11-12. 

57 Christie to Clarendon, July 28, 1857, F. O. 6/200, despatch no. 87. 

58 Registro oficial, v. 3, nos. 3623, 3811; v. 4. no. 4513. 

** Christie to Clarendon, June 28, 1857, F. O. 6/200, despatch no. 75. 
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for a loan, which will carry them on another year, to be enabled 
to maintain the differential law.” 


The return mission of the Brazilian Minister, J. M. da Silva 
Paranhos, to President Urquiza’s estancia of San José, in Oc- 
tober 1857, had more lucrative results. Evidently the prospect 
of imminent hostilities with Paraguay had made the Imperial 
Government more amenable to appeals from Parana. The Bra- 
zilian Treasury had already restored in handsome but not dis- 
interested fashion the tottering finances of Uruguay; there 
seemed no good reason, in the circumstances, for refusing similar 
monetary aid to the Confederation. A loan had already been 
made to Urquiza on the occasion of his ‘crusade’ against Rosas 
in 1851. To place both Uruguay and the Confederation in her 
debt for a long period would make them more tractable to 
Brazilian policy in the Plata region. To restore the financial 
balance between the rivals for power in Argentina well suited 
an Imperial policy of divide et impera. The province of Buenos 
Aires had always been an obstacle in the path of Portuguese and 
then Brazilian expansion southwards.® 


On October 27, 1857, accordingly, a protocol was signed by 
Silva Paranhos and the Confederation Minister of Foreign Af- 
fairs.** Emperor Pedro II thereby agreed to make a loan of 
$300,000 to his “old friend and ally”, President Urquiza, for the 
“current expenses of administration”. The loan was to be paid 
to the Parana Government in monthly instalments, beginning 
December 1, 1857; the first quota was to amount to $100,000 
and the remaining five instalments to $40,000 each. This loan, 
embodied in a Subsidy Treaty which was ratified by the Con- 
federation Government on October 28,, was only part of a whole 
series of Treaties between the two powers,—Treaties of Extra- 
dition, Limits, Commerce and Navigation. 


Brazilian attentions did not stop there. On October 28, the 
date of the Confederation ratifications, there arrived at Parana 


60 Hansen, E., op. cit., p. 359. 

61 [bid., pp. 359-60. 

62 Argentine Republic. Tratados, Convenciones, v. 2, p. 463 ff.; Regis- 
tro oficial, v. 4, no. 4319. 
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that important personage, the Baron de Maué who was at the 
time entrusted with the financial negotiations of the Imperial 
Court. Within 48 hours of his arrival, Maud had completed ar- 
rangements for the establishment of a National Bank. The 
situation was no new one for the financier who had already 
established the Maud Bank at Montevideo, the first Uruguayan 
Bank, in 1857. By the terms of Maua’s agreement with Elias 
de Bedoya," the Confederation Finance Minister, a bank of 
issue, discount and deposit was to be opened at Rosario under 
the management of Mauda and Company (Article 1). The Bank 
came under national jurisdiction (Articles 9-11), was authorized 
to mint a gold and silver currency, and had the sole right to 
issue paper money, convertible at the end of five years (Articles 
4-6). Asa bank of discount, its rate was fixed at a maximum 
of 12%. Th Parana Government was privileged to have its 
treasury bills discounted at 4% less than the current rate 
(Article 13). The whole concern—capital, directors and pro- 
moters alike—was Brazilian. 


The Mauaé Bank opened its doors at Rosario on January 2, 
1858, a memorable date, since it was the first bank of its kind 
in the Confederation. In its first week of operation, the Bank 
discounted bills up to 21,000 ounces of specie (about £80,000), 
that is, about 50% of its prospective capital,—a very consider- 
able sum at that period. But after the twentieth day it was 
discovered that over 20,000 ounces of specie had been trans- 
ferred to the Buenos Aires Provincial Bank, where the rate of 
interest was higher than that offered by the Maud Bank. The 
new credit bank thus served only to favour the porteno money 
market, while its influence on the industrial development of the 
interior proved insignificant. Its reversion to type was a bitter 


53 Registre oficial, v. 4, no. 4318. 

64 To assume some pretence of authority over the Mauda Bank, the 
Confederation Government appointed inspectors (ibid., nos. 4337, 4343). 

65 Hansen, E., op. cit., p. 358. 

86 Carcano, R. J. op. cit., pp. 468-9. The Banco de la Provincia de 
Buenos Aires, taking over the functions of the old Casa de Moneda in 


Buenos Aires, had started its career on January 1, 1854 (Hansen, E., op cit., 
p. 354). 
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lesson to the financial amateurs at Parana who had once aspired 
to overturn the balance of trade in the Plata by differential 
tariffs. 


The economic situation which confronted the Parana Gov- 
ernment in 1858 was indeed a critical one. Returns for the first 
year of differential tariffs on imports had failed to accelerate 
an increase in the national revenue.** The Confederation bud- 
get could be balanced only by dint of a system of credit; expendi- 
ture increased annually and income failed to keep pace with it. 
Subsistence on a Brazilian loan, moreover, was not only the 
reverse of economic self-sufficiency; it was a deadly innovation 
in time of civil war. True, considerable sums had been sunk in 
schemes of immigration and colonization, but no material return 
could be expected from these ventures for several years. 


The province of Buenos Aires, in sharp contrast to her thirteen 
impoverished sisters, was economically secure. She had not 
even to discharge the national obligations which encumbered 
the progress of the up-river provinces. Financial crises there 
were, and they had to be tided over, but porteno credit was more 
or less unlimited. In 1856, to meet one crisis, the Legislature 
authorized the issue of ten million paper pesos (about $500,000), 
the Provincial Bank providing the loan at 75 and 6%. Despite 
considerable depreciation in the value of the paper peso of 
Buenos Aires,®* reserves were plentiful. Even had the Bank 
failed to raise the required loan, there were portenos willing and 
able to raise the sum in their private capacity, on terms more 
favourable. Thanks, too, to a decree passed by the Legislature 


67 Christie to Clarendon, December 2, 1857, F. O. 6/210, despatch no. 138. 
The only figures available are those of R. J. Carcano (op. cit., p. 615) and 
these merely show increases in revenue: 

Increase of customs revenue in 1855 over 1854: 303,000 pesos 

Increase of customs revenue in 1856 over 1855: 168,000 pesos 

Increase of customs revenue in 1857 over 1856: 120,000 pesos 
(differential tariffs operating). 

688 The paper peso was at par during 1822-25; during the Brazilian 
war of 1827 it fell to % of its face value, and to 1/25th during the Anglo 
French blockade of 1838-40. During 1852-59 it remained at 1/21st (Martin 
de Moussy, V. de, op. cit., v. 2, pp. 539-40). 
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in 1856, the municipality of Buenos Aires was empowered to 
sell all public lands within the metropolitan area, except the river 
frontage.*® In 1856 provincial expenditure exceeded income by 
3,829,783 paper pesos (about $182,370). The civil estimates 
for 1857, which included a large item for public works, amounted 
to 73,000,000 pesos (about $3,570,000), against an anticipated 
revenue of 60,000,000 pesos (about $3,000,000). These figures 
show no lack of economic stability. There was every difference 
between experiencing the normal difficulties in balancing a bud- 
get, and facing mounting deficits, which was the habitual fate 
of the Parana Treasury In 1857 at Rosario the interest on 
discounted Treasury bills rose to the incredible rate of 2% and 
3% per month. It is rather to be wondered at that President 
Urquiza was able to accomplish so much during his years of 
office (1854-59), with such negative resources at his command. 


Rosario, it is true, was gradually fulfilling its earlier promise. 
By 1858 the population had risen to 22,751; revenues had in- 
creased from $570,000 (in 1856) to $1,073,389 (in 1858). 
In 1855 only two sea-guing vessels entered the port of Rosario; 
during 1857, with differential tariffs in force, 250 sea-going 
vessels berthed there.7!_ But these figures do not obscure the 
obvious fact that differential tariffs had signally failed to oust 
Buenos Aires in favour of Rosario. 


The promoters of the tariff system now argued that the sys- 
tem was not rigorous enough; tariffs must be placed on exports 
as well as imports. So critical was the financial position that 
on July 19, 1856 a decree was passed to that effect. Its sub- 
stance was as follows. 


1. As from January 1, 1859 the products which are 
mentioned in this decree, being exported from the river 


89 Carcano, M. A., Evolucion del régimen de la tierra publica, pp. 147-52. 
These public lands had been appreciably increased by Rosas (Pelliza, M. A. 
op. cit., pp. 71-2). 

70 Enclosure in Thornton to Malmesbury, February 22, 1860, F. O. 
6/225, despatch no. 20. The 1858 revenue figure is given as $1,077,451 in 
Thornton to Russell, April 5, 1861, F. O. 6/233, despatch no. 30. 

71 Martin de Moussy, V. de., op. cit., v. 2, p. 514. 

72 Registro oficial, v. 4., no. 4515. 
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ports of the Confederation, shall pay, upon clearance, 
the following duties :— 
(a detailed tariff follows) 

2. The products mentioned in the foregoing Article, 
when exported for ports beyond the Capes in sea-going 
vessels which have berthed at Confederation ports, 
shall pay only one-third of the tariff laid down in that 
Article. 


Once again, the tariff issue was keenly debated at Parana; 
the new decree, as before, passed Congress by the barest of 
majorities. President Urquiza and Vice-President Del Carril, 
both on the eve of retirement from office, were indifferent spec- 
tators of the contest. The result proved to be a personal tri- 
umph for Santiago Derqui, the Minister of the Interior, as pros- 
pective candidate for the presidential election of 1859.7° 


The new tariff law was certain to antagonize Buenos Aires, 
rounding off as it did the commercial policy initiated by the law 
of 1856 on imports. Consul Parish took a pessimistic view and 
anticipated no appreciable gain to the Confederation.“* “The 
object of the Confederation Government,” he pointed out,” “is 
the ruling idea of inflicting injury on Buenos Aires by a com- 
mercial blockade. But the injury it inflicts on Buenos Aires is 
not repaid to the country by any corresponding benefit derived 
by the provinces. They suffer the consequences of a want of 
capitalists and markets for the sale of their produce as well as 
a reduction in the value of it, and are further forced to pay a 
higher price for the principal articles of foreign import which 
they require.” Nor, he felt, would vested interests in Buenos 
Aires regard the new move as other than a vexatious complica- 
tion: 


“The English commercial houses—nearly all commis- 
sion houses—will be very much injured by the new sys- 
tem, as it will oblige them to establish branch houses 


73 Carcano, R. J., op cit., pp. 614-7. The proposed law on exports had 
been laid before the Chamber in 1857; the debates took place in June and 
July, 1858. 

74 Parish to Melbourne, August 27, 1857, F. O. 6/212, despatch no. 36. 

75 Parish to Melbourne, February 28, 1859, F. O. 6/215, despatch no. 8. 
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at Rosario, principal port of the Confederation, dou- 
bling their expense for the same amount or probably 
even a less amount of business; the want of confidence 
in giving the necessary credit to new dealers without 
any established guarantee must operate much to cur- 
tail their operations and increase the risk of their bus- 
iness; a considerable amount of extra expense will be 
entailed in the foreign import and export trade by the 
increased charges of shipping, such as freight, insur- 
ance, pilotage, &c. On the whole, the general advance- 
ment and welfare of the country will not be forwarded 
by this division of interest.”*® 


Yet foreign shipping, despite some adverse criticism,’? seem 
to have been well served by the decree of 1858 on exports. As 
a result of the former decree of 1856, sea-going vessels which 
berthed at Rosario returned in ballast to Buenos Aires, where 
they picked up the produce of the provinces, transported thither 
in coasting vessels. It was to meet this anomaly that the Parana 
Government had passed the new decree favouring foreign ship- 
ping with a reduction of two-thirds of the customs duty on ex- 
ports shipped abroad direct. The only loser, it seemed, was 
the local Argentine carrying trade which had hitherto shipped 
produce from Rosario to Buenos Aires. Whereas five years of 
free river navigation (1853-7) had failed to establish a direct 
export trade, the two differential tariffs had succeeded in crowd- 
ing the Rio Parana with British, French and United States 
shipping. Thanks to the somewhat improved navigability of 
the river, vessels of 500 tons were now able to make their way 
up to Rosario. According to Consul Thornton,’® the law on 
exports was obviously a boon to sea-going vessels; it “accounted 
for their having been, by the latest news from England, 17 
vessels at Liverpool advertising to take merchandise to Rosario. 
Some salting establishments are now being opened at Rosario, 
which will help to furnish return freight.” 


76 Parish to Melbourne, July 28, 1858, F. O. 6/212, despatch no. 31. 

77 A letter to the ‘Times’, October 7, 1858, speaks of differential duties 
as a “mere intrigue of General Urquiza,’’ which would be paralysed by the 
action of the British Minister (Thornton), then expected in Buenos Aires. 

78 Thornton to Melbourne, January 20, 1859, F. O. 51/101, despatch no. 5. 
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But the general financial situation in the Confederation was 
increasingly discouraging. The fate of the entire fiscal system 
depended on the market at Rosario and revenues there were 
slow to rise. The Parandé Government had meanwhile to sub- 
sist on credit and foreign loans. Although repercussions were 
certainly felt in Buenos Aires, credit in the metropolis was never 
wanting, especially at a time when the price of public lands was 
soaring.”® 

During the critical days of 1859 the Confederation portfolio 
of Finance was entrusted in quick succession to a series of in- 
competent politicians. It was refused by Juan Bautista Alberdi, 
the publicist, on the grounds of ill health, although he lived to 
bury most of his contemporaries. It was offered *° to Elias de 
Bedoya, notorious for his irascibility and blustering inefficiency. 
Had Bedoya, even at this juncture, devised some plan to stimu- 
late commerce and industry, the rapid decline might have been 
averted. But the new Finance Minister further inflated a drop- 
ping market by a secret issue, without Government sanction, 
of bonds at 6%. He hoped thereby to tide over all difficulties, 
pay outstanding debts, defray official salaries, and make good 
any losses incurred in the money market. But money was not 
to be made out of thin air or paper. Vicente G. Quesada, him- 
self an opponent of differential tariffs, saw only further penury 
ahead.*! “This expedient of issuing bonds is eating up the na- 
tional revenue,” he declared ;** “the coming year will see not 
a single real [one-fourth of a peso] in the Treasury, only bonds; 
and by that time these bonds will have depleted the country’s 
financial reserves and accumulated an enormous debt.” 

José Buschenthal had already contracted with the Confeder- 
ation Government for the issue of bonds to the value of 1,500,- 


7? Ricardo Levene (Lecciones de Historia Argentina, Buenos Aires, 
1919), v. 2, p. 469, has stated that Alsina, the Governor of Buenos Aires, 
retaliated against the new Parana tariff, but furnishes no details. Ac 
cording to Consul Parish (Parish to Melbourne, August 27, 1858, F. O. 
6/212, despatch no. 36), the porteno Government desisted from so doing. 

80 Registro oficial, v. 4, no. 4779. 

81 Carcano, R. J. op. cit., p. 619. 

82 Carta de Vicente Quesada al gobernador Pujol, July 9, 1859, Archivo 
Pujol IX, p. 100 (cited ibid., p. 622). 
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nised these bonds as legal tender at custom-houses and forbade 
the issue of any further bonds until the Buschenthal bonds had 
been redeemed. Thus the flooding of the Rosario market with 
Bedoya’s bonds created financial confusion of the worst kind. 
When Government officials were paid with Bedoya bonds in 
June 1859, those bonds had already depreciated by 22%. The 
Government attempted to restore the situation by decreeing that 
only Buschenthal bonds were to be accepted as legal tender at 
the Rosario custom-house. At once commercial interests at 
Rosario raised an outcry and the decree was soon annulled. 
Bedoya’s régime was thereafter doomed. Denounced and cen- 
sured in the Chamber, he confessed that the treasury was empty 
and that the Government were insolvent.** On September 30, 
1859 the Bedoya bond issue was abolished by decree.* 

Meanwhile the political situation in Argentina had crystal- 
lized. It had become growingly evident at Parana that the 
secession of Buenos Aires could be brought to an end only by 
the sword. But nothing short of decisive victory was likely 
to end the career of frenzied finance upon which the Confedera- 
tion Government had embarked. “If we do not triumph over 
Buenos Aires,” wrote Vicente Quesada,®® “we shall have no 
means of livelihood, for the entire national revenue for the 
coming year is compromised in the payment of bonds issued by 
Bedoya and other bonds since issued.” 

On August 29, 1859, in active preparation for war, the 
Parana Government imposed an additional 8% import duty. 
“This increase in the amount of duties from 12% to 20% ad 
valorem,” commented Consul Fagan from Paran4,®’ is not con- 
sidered too high by the commercial community at Rosario, who 
think that the corresponding increase in the price of European 
goods which must necessarily take place will not materially 
affect the extent of their sales.” The Government went further. 


83 Hansen, E., op. cit., p. 361. 
84 Carcano, R. J., op. cit., p. 622. 
85 Registro oficial, v. 4, no 4869. 
86 Carta de Vicente Quesada al gobernador Pujol, Archivo Pujol, cited 
Carcano, R. J. op. cit., pp. 621-2. 
87 Fagan to Russell, August 24, 1859, F. O. 6/219,despatch no. 60. 
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By the terms of a contract dated August 30, the custom-houses 
of Rosario and other Santa Fecino river-ports were farmed to 
Buschenthal, as an agent of the Baron de Maua, for a period of 
two years from September 1859. Buschenthal, in return, con- 
tracted to pay the Government $90,000 per month during this 
period.*® Government promissory notes thereupon flooded the 
markets of Rosario, Buenos Aires and Montevideo, only to be 
refused as a medium of exchange. “This disturbed state of 
affairs is reaching a climax,’ wrote a correspondent to Juan 
Pujol, the Governor of Corrientes ;*® “there is no capital avail- 
able, and commercial concerns and the people at large do noth- 
ing but complain and make demands. Buschenthal, for all the 
proceeds of his privileged bonds, cannot meet a tithe of the 
existing public debt.” 


On October 22, 1859 General Urquiza defeated the portefo 
army under General Bartolomé Mitre at the battle of Cepeda. 
It seemed reasonable to assume that the Confederation Gov- 
ernment would recoup its financial losses at the expense of the 
defeated State of Buenos Aires. A Pact of Union was signed 
on November 10, 1859, and by Article 8 the custom-house of 
Buenos Aires was declared to be nationalized.°° But there was 
an important proviso:— 


“On account, however, of this branch forming the chief 
source of revenue of Buenos Aires, the nation guaran- 
tees to the province of Buenos Aires her estimates for 
the year 1859 for a period of five years after incorpora- 
tion, in order that she may meet her expenses, includ- 
ing internal and foreign debt.” 


In answer to a porteno note dated December 9, 1859, the 
National Government agreed somewhat prematurely, to abolish 
differential tariffs, in so far as they adversely affected Buenos 
Aires. This concession was soon found to be too generous, the 
Parana authorities being unable to maintain economic inde- 


88 Fagan to Russell, September 24, 1859, F. O. 6/219, despatch no. 65. 

89 Carta de Francisco Suarez a Pujol, August 27, 1859, Archivo Pujol, 
IX, p. 198, cited Carcano, R. J., op. cit., p. 6-3. 

90 British and Foreign State Papers, v. 50, p. 691. 
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pendence even until the re-incorporation proper of Buenos 
Aires. Early in 1860 President Derqui called upon the province 
of Buenos Aires to deliver up the administration of the metro- 
politan custom-house, which had been nationalized under the 
terms of the Pact of Union of 1859. The porteto Government 
refused, declaring that the terms of re-incorporation were not 
yet defined.” 


The honouring of the paper currency issued by the Provin- 
cial Bank of Buenos Aires as legal tender throughout the Con- 
federation custom-houses in June, 1840 tended further to de- 
preciate the value of the Buschenthal bonds which had been 
issued on the security of the Rosario customs revenue. In Oc- 
tober 1860 the Parana Government rescinded the Buschenthal 
contract and, to meet resulting liabilities, authorized a conver- 
sion loan of four million dollars at 75 and 6%.** Buschenthal, 
as one of the Government’s chief creditors, agreed to accept three 
million dollars of the conversion loan stock in order to pay 
certain designated credits. The remaining $1,000,000 were to 
be offered to the other creditors with assignments on the Rosario 
customs- revenue. 


During 1859 and 1860 the revenues of Rosario showed only 
a very gradual increase,—still far from the spectacular leap 
which had been planned. The revenues of 1859 amounted to 
$1,089,393; of 1860—$1,119,597.°* Increased trade, although 
fostered by differential tariffs, was essentially the outcome of 
natural development, the opening up of the interior. The abo- 
lition of differential tariffs on December 29, 1860 had the effect 
of starting a commercial panic at Rosario, but Consul Thornton, 
writing from Parana,’* was confident that the set-back was 
merely temporary. 


By the terms of the Pact of June 6, 1860,"° the province of 
Buenos Aires agreed to pay a monthly sum of 1,500,000 paper 


®1 Thornton to Russell, April 17, 1860, F. O. 6/226, despatch no. 41. 
%2 Hansen, E., op. cit., p. 363. 

%3 Thornton to Russell, April 5, 1861, F. O. 6/233, despatch no. 30. 
%4 Tbid. 

% Argentine Republic. Tratados, Convenciones, v. 10, pp. 460-74. 
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pesos (about $75,000), towards the national treasury, but the 
situation, politically at least, remained tense. President Der- 
qui, even had he wished otherwise, could hardly have prevented 
a further drift towards civil war. In May 1861 the portefo 
Government decided to drop this monthly contribution, “in 
order provisionally to conserve to herself the disposal of her 
revenue.” ** This was tantamount to a re-declaration of in- 
dependence. 


The National Government at Parana spiritedly denounced 
this “act of sedition” and on July 24 re-imposed differential 
tariffs of 3% and 6% on imports via Buenos Aires.*? Both 
sides now openly prepared for war. On the battlefield of Pavén 
the issue was again fought, on September 17, 1861. The seem- 
ingly inexplicable withdrawal of General Urquiza from the field 
left the porteno forces under General Mitre in control,®® and 
Buenos Aires thereafter assumed the political as well as the 
economic leadership of the country. Under President Mitre the 
Customs Law of 1862 set up a uniform code for the re-united 
Argentine Republic and nationalized the debt bequeathed by 
the Confederation Government.® The final political adjust- 
ment, the vital federalization of the city of Buenos Aires, was 
not achieved until 1880, but already there was ample evidence 
of the almost incredibly rapid progress of Argentine economic 
prosperity. 


86 Martin de Moussy, V. de, op. cit., v. 3, pp. 628-9. 

87 Hansen, E., op. cit., p. 364. 

%8 Walford, A. J., “General Urquiza and the battle of Pavon (1861)”, 
in Hispanic American Historical Review, November, 1939, XIX, no. 4. 
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Professor Sanford Mosk’s paper on “Financing Industrial 
Development in Mexico’’, which appeared in the June 1947 issue 
of this journal, is characterized by the excellent qualities of being 
an informative case study and a provocative essay. Most read- 
ers, I am sure, will find the paper quite instructive, for it con- 
tains much interesting factual material about a problem which 
has long deserved careful study. Yet, some deep-seated issues 
are involved. In this note, I propose to discuss these issues 
mainly in terms of the theoretical aspects of the general problem. 


The theme which runs through the entire paper is summar- 
ized in the statement that there has been “‘a failure of domestic 
savings to move into industrial development.” Similarly, it is 
stated that investors show a marked “coolness toward industry,” 
and that financial institutions generally show a “preference for 
lending over investments.” We are told that in consequence 
Mexico’s development has been retarded and distorted. Mexico 
has not used her own resources as wisely as she might have done. 
Do Professor Mosk’s data bear out this contention? 

Consider, first, the matter of the volume of Mexican savings. 
Professor Mosk here runs into the general problem of obtaining 
satisfactory statistical data. In the absence of specific factual 


*Mr. Salera is the author of Exchange Control and the Argentine Mar 
ket and has written widely in the field of international economics. 
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material, he is forced to rely on indirect evidence, such as a 
markedly skewed income distribution and war-time gold sales 
and hoarding of silver. He concludes that saving is a “signifi- 
cant percentage of national income” (p. 8), and that Mexican 
saving is “substantial” (pp. 14, 48). Now, obviously, if Mex- 
ican saving is as large as Professor Mosk believes it to be, either 
hoarding is very great or (1) the volume of funds actively 
seeking investment at short and long term is considerable and 
(2) the structure of interest rates is relatively low, even for 
Latin America. The ascertainable facts are that interest rates 
are high and long-term lending to industrial enterprises is small. 
We are thus left with the conclusion that the volume of sav- 
ings is not much larger than is necessary to meet the needs of 
short-term finance, or that the volume of hoarding is very great, 
or some combination of the two. As to hoarding, there is some 
holding of precious metals and jewels, but this is probably small 
on a per capita basis as far as the broad masses are concerned 
and probably small also as a share of income among the wealthy, 
especially in the face of high interest rates being paid for de- 
mand deposits or their virtual equivalent. (Long-term quasi- 
government securities repurchasable on short notice at par yield 
three times the return obtainable from genuine long-term United 
States government securities.) The pattern of evidence does 
not indicate, therefore, that hoarding is large. 


Does it follow that the volume of Mexican savings is not 
large enough to meet the needs of short-term finance as well 
as those of an ambitious program of industrial development? 
On the strength of Professor Mosk’s data and a more defensible 
interpretation thereof, I am inclined to answer in the affirmative, 
although a conclusive position cannot be taken until we have a 
great deal of satisfactory statistical material on different aspects 
of the whole subject. 


Analysis of many of the particulars developed in Mosk’s 
paper suggests that the above conclusion is not far from the 
true picture. The banks, for instance, are said to be antipathetic 
toward the financing of industrial development. But bank 
credit is no problem to the older manufacturing industries, such 
as textiles, beer, tobacco, flour, milling, paper, cement, soap, 
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and sugar refining.! (p. 20.) In view of interlocking direc- 
torships, it would be too much to expect the absence of prefer- 
ential treatment by banks. “Preference,” however, can and 
usually does take the form of differential interest rates, varia- 
tions as between borrowers being accounted for mainly by dif- 
ferences in costs and risks. If, as Professor Mosk states, small 
industrial borrowers are unable to borrow directly from the 
banks to any significant extent, it is difficult to believe that the 
banks are foregoing earning opportunities in order to prevent 
or delay industrial development. In fact, it is clear from Mosk’s 
analysis that the Mexican banks, during the period covered, 
did not experience what we would call an excess reserve position. 
(p. 21). Mosk further states that some banks accommodated 
older concerns which in turn loaned funds at short term to small 
firms at exorbitant rates. One does not know the total sums 
so involved, with the result that the significance of the situation 
cannot accurately be determined; but the rate differential could 
conceivably be accounted for by cost (including risk) differ- 
ences, more or less after the fashion of the cost differences which 
are well known in the small-loan field in the United States. 
Here again the paucity of information does not permit of a con- 
clusive statement of the matter. It should be remembered, how- 
ever, that interest rate differentials are common even in highly 
competitive financial markets, a fact which was recently demon- 
strated anew by the Federal Reserve Bank of New York’s statis- 
tical report on interest rates charged by banks in the Second 
Federal Reserve District on November 20, 1946. Rates varied 
significantly as between communities of different size and also 
as between loans of different sizes. 


Mosk’s reference to the banks’ satisfactory accommodation 
of the “older manufacturing industries” is also suggestive on 
two other counts. First, these firms doubtless include many of 
the enterprises which borrow at short term from New York 
and other United States banks at substantial interest savings as 
compared with the best accommodations available from domes- 
tic lenders. Readiness of accommodation is, probably to an im- 


1 Some of these industries are protected by tariffs. 
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portant degree, but a reflection of a competitive situation which 
the Mexican bankers face in this area. Incidentally, what would 
happen to the Mexican interest rate structure if most Mexican 
enterprises were sufficiently good risks to enable them to tap 
the United States short-term loan market? If we can abstract 
from the increased risks to United States lenders stemming from 
what might be referred to as a “balance-of-payments” angle, 
it is obvious that the savings to Mexico would be enormous. 
This leads up to the second, and most basic, matter above re- 
ferred to. What is the correlation between ease of accommoda- 
tion by banks and the comparative-advantage position of the 
borrowers’ industry? The presumption is that many of the 
“older manufacturing industries” enjoy a position of compara- 
tive advantage, or at least one in which freight charges more 
than offset any comparative advantage enjoyed by comparable 
foreign industries. In a real sense, therefore, those who cham- 
pion the idea of freer lending to developing industries may be 
advocating a doctrine analogous to the infant-industry argu- 
ment for protection. To anyone acquainted with the strength 
of the argument for protection in Latin America generally, there 
is a danger side to the belief that industrial development is 
unduly delayed because of the alleged “failure of domestic sav- 
ings to move into industrial development.” An injudicious ex- 
tension of credit could easily lead to excessive tariff and other 
types of protection for the industries in question. 


Or consider Mosk’s statement to the effect that the finan- 
cieras have made use of legislative loopholes to enter the short- 
term lending field. Surely they have done so because the yield, 
risk considered, is greater than that obtainable from strictly 
long-term investments. In fact, much of the evidence in Mosk’s 
paper suggests that yields are generally greater in the short- 
term than in the long-term field. The contrast with the United 
States again is very suggestive. How can a situation of “re- 
verse liquidity preference” conceivably be associated with a 
“substantial” volume of savings? Only an extremely high rate 
of (old-fashioned) hoarding could account for such a relation- 
ship; and we saw earlier that Mexican hoarding, though doubt- 
less present in some measure, is probably not very significant. 
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This conclusion is reinforced if it is remembered that the period 
studied by Professor Mosk was one characterized by substantial 
inflation and general shortages of commodities. 


Of some significance also is the relationship between private 
and public investment during the period under study. The pref- 
erence of financial institutions for so-called lending over invest- 
ment obviously takes on a different coloration if fairly large 
amounts were being invested by public agencies. Yet Mosk 
seems to pay little attention to this aspect of the problem, though 
he cites the fact that the Government carried out investment 
activity, mainly in the public-works field, to the extent of 2.1 
billion pesos between 1941 and 1946—a volume of investment, 
incidentally, which was at a higher average annual rate than 
that recorded during the peak year of operations by the leading 
investment agency, Nacional Financiera. 


And speaking of financieras, Mosk is critical of the policy 
of the Bank of Mexico in buying the general bonds of financieras 
on the ground that such a policy had dual inflationary effects: 
first, as compared with the purchase of the bonds out of savings, 
central bank reserves were built up under the policy referred 
to, thus making the further extension of bank credit all too easy; 
second, the financieras used the proceeds from bond sales to en- 
gage in short-term commercial and speculative (commodity) 
lending instead of long-term investment. Now, such dual ef- 
fects generally do not occur in the short period under war-time 
conditions. What is involved in Mosk’s statement is a confusion 
between short-term and long-term effects. Apart, again, from 
lending which makes possible additional commodity hoarding, or 
inventory stocking to take advantage of expected further in- 
creases in prices (our own skirts were not entirely clean in this 
connection, as is well known), the supply of goods is likely to 
be greater per peso of loan if short-term rather than strictly 
long-term lending is involved.2, During wartime, with its bottle- 


2 Mosk, p. 19, criticizes Mexican bankers for using a circular argument 
in connection with the thesis that Mexican Government bonds are not 
liquid. Mosk contends that if the banks “would become substantial pur- 
chasers of Government bonds they themselves would make the bonds liquid.” 
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necks in key components, the production period in the case of 
newly developed industries can be quite long; and the inflation- 
ary effects of which Mosk speaks may vary directly with the 
length of such period. From a strictly inflationary angle, Mex- 
ico should have waited until calmer postwar days to carry out 
such industrial development; but shortages resulting from dis- 
location in foreign export industries and the lessening of foreign 
competition both combined to encourage development with the 
least possible delay. 


One final word, Professor Mosk doubts the wisdom of recent 
Mexican policy which encourages borrowing from the United 
States. Such a policy, he feels, will enable the country to relax 
in the use of its own savings. “Mexican savings will continue 
to go mainly into urban building and real estate operations, 
commercial transactions, and commodity speculation.” Mosk 
feels that Mexican inflation will be magnified under such a 
policy. I believe that the reverse will probably be the case, 
for several reasons. First, the flow of foreign capital into 
Mexico will serve to reduce the level of interest rates. Inter- 
est as a cost is doubtless of much greater importance there than 
in countries in which low rates prevail. Interest is also an in- 
come factor, in that lower rates should serve to reduce the 
skewness of the income distribution. Second, in the present and 
near-term situation, foreign capital should serve to improve 
Mexico’s balance-of-payments position, or at least it should 
give the country a breathing spell during which adjustments 
may take place without imposing strain on the balance of pay- 
ments or without creating undue fear as to the stability of the 
peso. Conceivably, peso overvaluation, which many informed 
persons believe amounts to some 20 per cent, could be reduced 
by such process. Third, there is reason to believe that there 


The banks must take the first step to make for such liquidity. The present 
writer does not find this view convincing. Liquidity of investments as 
far as the banks are concerned does not turn upon ready saleability alone, 
but upon ready saleability without material sacrifice of value. The dis- 
tinction is important. The whole question of what constitutes a “second- 
ary (investment) reserve” in United States banking is involved. See, for 
further particulars, any modern textbook in money and banking. 
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will be a better selection of industries to be developed if foreign 
capital is involved. Better, that is, because purely political 
considerations are likely to weigh less heavily in the decisions 
which will have to be made.’ 


It is submitted that the Mexican people will be enabled to 
make better choices if the interesting facts presented by Pro- 
fessor Mosk are interpreted in part in terms of the above discus- 
sion. To the Mexicans, industrialization probably ranks as high 
on the list of economic aims as any other broad objective. It 
is essential in the interests of Mexico and of the international 
community that it be carried out as nearly as possible along the 
lines of balanced growth. Professor Mosk’s paper has described 
important aspects of the general problem. We need to fill in the 
statistical gaps and to know more about the Mexican institu- 
tional pattern. 


3 This aspect is treated at length in my “Reflecciones sobre Problemas 
de Politica Arancelaria,” Revista de Economia Continental, May 1947. 
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No generalization can be made which is applicable without 
qualifications to a region comprising twenty different countries, 
some of them large and sparsely populated, some small and highly 
populated, some in the tropical zone and some in the temperate, 
some with great industrial aspirations, and some with none,! some 
have a rather diversified economy and some may serve as ex- 
amples of the highest degree of specialization that can be found 
anywhere. To this should be added equally great diversity of 
social and political conditions, and also the fact that in some 
Latin American countries nationalism has a rather sanguine 
color, while the color is milder in others. In short, the degree 


*The views expressed in this article are the personal views of the 
author and do not necessarily reflect the opinions of the institution where 
he is currently employed. 


1 Perhaps it would be better to say that industrialization has a different 
meaning in different Latin American republics, depending on the individual 
circumstances. 
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of applicability of the statements which will be made is not the 
same for every Latin American country.’ 


7 


Balance of payments disequilibria in Latin America have 
come to be, to a large extent, a result of the efforts to accelerate 
the pace of economic development. The attempt to minimize 
the influence of the ups and downs of economic activity in the 
major industrial countries on the economies of the individual 
Latin American republics also brings about autonomous disequi- 
libria in their balance of payments. It has frequently been said 
that underdeveloped countries depend on economic trends in the 
large industrial countries and that they have no control over the 
degree of economic activity that exists within them at a given 
moment, an influence which is not reciprocal; that is, they are 
influenced but do not influence. Doctor Prebisch has discussed 
this state of affairs in terms of the “cyclical center” and the 
“periphery”. Economic activity in the periphery depends on 
economic activity in the cyclical center. The cyclical center ra- 
diates prosperity or depression to the periphery. 


The attitude of the periphery toward this state of affairs may 
perhaps be summarized thus: first, that one can have no con- 
fidence in continued prosperity in the cyclical center; second, 
that the impact of depressions in the cyclical center is minimized 
by not putting all the eggs in the same basket, that is, through 
diversification; third, that since the price of exported primary 
products shows a persistent tendency to fall more than the price 
of imported manufactured goods, with the consequent deterior- 
ation of the terms of trade, one of the ways of minimizing the 
influence of depressions in the cyclical center is to realize diversi- 
fication through the path of industry, a policy which also has 
social advantages and which affords in practice (if not also in 
theory) a higher standard of living than primary activities; 


2 From the length of this article it will be obvious that the field is far 
from covered. The intention is only to deal with some points which are 
thought to be of a rather controversial nature, in order to help in the 
understanding of the Latin American’s point of view on the subject. 
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and fourth, that the behavior of the big industrial concerns in 
the cyclical center is or may be harmful to a sound and inde- 
pendent economic development. To this consideration must be 
be added the force of nationalism in its various forms, which is 
an important prop in the same direction and which in the eco- 
nomic sphere is fostered by the very evils deriving from the 
“peripherical condition” of the Latin American countries. 


Balance of payments equilibrium (or at least the short-run 
one) is obviously not an end in itself and should be sacrificed to 
more fundamental aims, but the emphasis on it everywhere 
seems to carry implicitly the idea that it has some magic virtue. 
Throughout this paper emphasis is put on the fact that the only 
desirable equilibrium in the balance of payment is one which is 
obtained at a high level of income relative to the economic cir- 
cumstances in the country in question at some previous date or 
period, and which at the same time allows the country to develop 
its economy at a rate which is considered adequate. There is 
nothing intrinsically good in the fact that international trans- 
actions should follow a pattern which does not put pressure on 
the foreign exchange reserves of a country. The loss of reserves 
or the pressure on reserves is, however, a problem, that is, an 
undesirable consequence of some circumstances or some policies. 


= 


Governments and many people in Latin America believe that 
private enterprise alone may not be sufficient to take care of 
economic development, or that private enterprise will not carry 
economic development through the right or more desirable chan- 
nels, or that the pace of development which could be obtained 
under exclusively private auspices would be too slow. The point 
can also be made that the amount of investment required by cer- 
tain industries is too large for private enterprise in Latin Ameri- 
can countries which are just entering the industrial era; that is, 
private capital is still rather shy or conservative and requires 
great security or a rate of profits which usually diminishes with 
the volume of the investment. Thus, we have a drive toward 
economic development through certain channels, at an acceler- 
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ated rate, and under government auspices, the governments 
taking a larger or smaller share in the development and partici- 
pating in it directly or indirectly, depending on their tendencies 
in each country. 


To carry on their not always well defined programs, the gov- 
ernments have had recourse to all kinds of policies, and all of 
them have had as a consequence: (a) an upward pressure on 
the money supply; (b) an upward pressure on imports; and 
(c) a downward pressure on exports (at the present time offset 
by the abnormal post-war circumstances continuing the wartime 
seller’s market). This seems to be the basic balance of pay- 
ments problem confronting the Latin American countries. The 
short-run equilibrium of the balance of payments is sacrificed 
to a long-run increase of the standard of living and to the se- 
curity afforded by a greater independence from foreign sources 
of supply. 


In Mexico, for example, we find a great increase in the money 
supply as a consequence of a strong export balance, receipts from 
tourism, some imports of capital, and bank credit of a more or 
less speculative character, and also as a result of deficit spending 
in several fields, mainly in road construction, irrigation, and 
agricultural credit. As long as there was no possibility of im- 
porting in large quantities, the consequence of this situation was 
a substantial increase in prices and no immediate balance of pay- 
ments difficulty arose, but in 1946 things changed a great deal 
because it was easier to import and incomes were at a high level: 
in 1946 the value of imports totaled $542 million as against 
$111 million in 1938;% in July 1947 the situation reached a 
stage which made it imperative to prohibit the importation of 
certain categories of luxuries and non-essentials (prohibited im- 
ports were valued at $98 million in 1946) in order to stop the 
loss of reserves, while the restrictions on bank credit continued 
in the face of widespread complaints of small industrialists and 
merchants. 


3 An increase of more than 200 per cent in the volume of trade, that is, 
after allowing for price increases. 
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Industrial production in Mexico increased during the war 
years by some 35 per cent at the expense of a 200 per cent rise 
in the cost of living (after an increase of the money supply of 
more than 300 per cent). This result was obtained in a country 
like Mexico, which has a more diversified economy and a larger 
population than most other Latin American republics, which 
makes a great difference, for the larger the human and natural 
resources of an underdeveloped country, the smaller should be 
the disturbing effects of an expansionist program. This point 
seems to require further exploration. 


x 


In underdeveloped countries of the Latin American type, 
there is a great deal of basic work to be done (in a different 
degree for each country, of course) before production can be in- 
creased to any substantial extent: road construction, irriga- 
tion, hydro-electric power (Latin America is an outstanding ex- 
ample of a region with very little coal), housing, training of 
labor, sanitation and education, etc. are basic conditions of an 
increase of production on a sound long-run basis. Many Latin 
American governments are trying to take care of this basic 
task, with varying emphasis on one aspect or another, and much 
money is being spent in the process. Examples are found of 
countries which try to go directly to production without paying 
the necessary attention to the basic work, but most countries 
attempt to carry out the basic and the ultimate tasks simulta- 
neously. Supply, however, does not respond with sufficient 
rapidity, and it is the short-run irresponsiveness of supply that 
creates a balance of payments problem: incomes are inflated and 
production is not expanded correspondingly. The natural out- 
lets of increased incomes are imports and prices. Imports in- 


4 Periodic shortages of electric power and of natural gas have hampered 
Mexican industrial production during the last six or eight years, as plant 
development has run ahead of electrical and natural gas capacities. Hous- 
ing conditions, sanitation, and public utilities in some of the new industria] 
sectors around Mexico City may also be quoted as examples of industrializ- 
ation going ahead of the basic work. This situation in Mexico is present 
in spite of a sustained building boom. 


Je 
f 


r 


al 


it 


ia) 
liz- 
ant 


NOTES ON BALANCE OF PAYMENTS PROBLEMS 109 


crease because they are needed for industrialization itself and 
because higher incomes require more goods than domestic in- 
dustry can provide.® Prices of domestic goods increase because 
incomes are higher, because population becomes more concen- 
trated in big towns, thus creating increased demand, and because 
transportation charges, marketing costs, and the rate of profits 
are high.® Price increases, on the other hand, will obviously 
exert a downward pressure on exports (a pressure which, to 
repeat, is not yet too noticeable, but will make itself felt as the 
seller’s market slackens) .” 


. 


The smaller and less diversified the economy of a country, the 


greater or more apparent will be the effects which have been 
described. Costa Rica is a case in point. 


The main exports of Costa Rica are coffee and bananas, which 
together account for more than 75 per cent of total exports. 
Prosperity or depression depends on the volume and value of the 
exports of these two commodities, and especially of the former, 
since, in contrast to bananas, coffee production is in the hands 
of Costa Rican nationals. During the war, a great expansion of 
the money supply took place as a consequence of United States’ 
expenditures on the Inter-American Highway (as well as ex- 
penditures of the United States Army). The completion of the 
highway would have brought new fertile agricultural and cattle 
lands into production, thus increasing the national product and 
export possibilities. However, construction was not completed, 


5 The demand of high income groups for luxuries and semi-luxuries is 
especially undesirable when foreign exchange is needed for development. 

6 With few exceptions, throughout Latin America the increase in the 
money supply has been larger than the increase in prices. A proportion 
of four to three may perhaps be considered an average. Price indexes 
in Latin America refer more to the capital cities than to the countries 
as a whole. 

7 This fact is realized in all Latin America, and the drive in Brazil and 
Mexico to maintain textile exports, through agreements with wartime 
customers and through the elimination of export taxes, respectively, may 
serve as examples of the efforts which are being made in this respect. 
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and while the inflow of capital served to increase money incomes, 
the results of the project, that is, the increase in production, 
were insufficient to absorb the increased money supply. Money 
income rose but production did not increase to any comparable 
extent. Supply did not respond to the monetary stimulus, which 
exerted an inflationary pressure. As soon as foreign exchange 
stopped pouring into the country and the foreign supply situa- 
tion eased, imports outran exports and all the other sources of 
foreign exchange receipts. The central bank lost reserves at 
a rapid rate and exchange control had to be reinforced to avoid 
depreciation of the currency. Monetary expansion and inflation 
in Costa Rica were not due only to developmental expenditures, 
but it seems that the situation would not have gone as far as it 
did if it had not been for these expenditures and, more important, 
the inflationary impact of the increase in the money supply might 
have been considered of secondary importance if the basic de- 
velopment work had been carried through to its completion, that 
is, the adjustment might have been made with less hardship for 
the whole economy. Actually, production is increasing, but at 
a much slower rate than would otherwise have been possible. 


It is not necessary to go into the effects on monocultural 
nations of a depression in the advanced industrial countries, for 
they are only too well known, but it is worth remembering that 
in such circumstances the balance of payments of the monocul- 
tural country usually remains in perfect equilibrium, or rather, 
has to be in equilibrium. The Latin American countries have 
had a bitter experience of the free trade automatic equilibrium 
in the balance of payments, and prefer a good disequilibrium, 
or a controlled equilibrium or disequilibrium, as the case may be, 
to a bad equilibrium. Venezuela affords a good case study of 
this point. 


In recent years Venezuela has had a very favorable balance 
of payments. Exports and reserves have increased, capital has 
poured into the country and the prospects look excellent for at 
least the next few years. But Venezuela is at the present mo- 
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ment upsetting the equilibrium (or favorable disequilibrium) 
in its balance of payments. Petroleum exports give Venezuela, 
through taxes on the oil companies, an opportunity to develop 
its economy at a fast pace. Roads are being built to connect 
consumers’ centers to territories with great potential wealth, 
and industrial development and agricultural diversification are 
being pushed through a development corporation. The Venezu- 
elan budget for 1947/48 amounts to 1200 million bolivares, 
compared with actual expenditures of 361 million bolivares in 
1938/39. Venezuela’s budget for the current fiscal year is the 
highest in all Latin America on a per capita basis. The conse- 
quence of the protection of activities other than petroleum and 
of the impact of the oil industry is a high level of costs, so high 
that the government has to grant subsidies to coffee and cacao 
exports to prevent the disappearance of these products. With- 
out subsidies, Venezuelan producers of coffee and cacao would 
be unable to compete in world markets. Tariffs are necessary 
to preserve the home market for other producers, and they con- 
tribute to the maintenance of a high price level. The pertinent 
considerations in the Venezuelan picture which are capable of 
generalization for the present context are the following: (a) 
The Venezuelan government is traveling a road which leads to 
balance of payments disequilibrium; *® (b) the program which is 
needed to push economic development at a faster rate than would 
otherwise be obtainable, can only be carried out by creating a 
fundamentally disequilibrating situation; and (c) such disequi- 
librium is not to be considered as an evil, for it will increase the 
productive capacity of the country, which will then be better 
prepared to face the consequences of a decline in petroleum 
exports or the exhaustion of oil resources. The easiest way open 
to Venezuela to reach a situation which would not endanger the 
short-run equilibrium of its balance of payments is the relaxa- 


8 The word disequilibrium is used throughout as equivalent to a loss of 
reserves, or, in case the countries concerned impose import or exchange 
restrictions, a situation such that in the absence of such restrictions re- 
serves would be lost; that is, it is also understood in the sense of artificial 
equilibrium. 
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tion of controls on the foreign-owned oil industry and the lower- 
ing of the tariff. The country’s development program is carried 
out with the funds obtained from the oil industry, and the in- 
creased money supply brought about by the sale of dollars by the 
oil companies in order to pay taxes exerts a more than propor- 
tional pressure on the demand for imports through its multiply- 
ing effects. It would be easy not to endanger the equilibrium 
in the Venezuelan balance of payments by slackening the pace 
of economic development. 
% 

If an adjustment of the balance of payments at a low level 
of income is far from desirable, a depression in a country which 
already has such a low level of income is an even less attractive 
prospect. The Latin American countries have gone through 
that experience and will try to avoid its recurrence. The desire 
to industrialize and, more generally to diversify, which today 
puts pressure on our international accounts, is fostered by that 
experience. Today the impact of a foreign depression will not 
be as strong as it was in the past, for we are better prepared to 
withstand it. 

When a country has only one or two commodities to sell and 
needs to buy one hundred in order to sustain its low standard 
of living, it cannot afford to lose the market for those few com- 
modities, and if their prices have for many years shown a 
wicked tendency to fall, the country will not feel safe and will 
prefer to pay an insurance premium, in the form of higher 
prices, for domestically produced goods previously imported, so 
that it will not be so badly off when its customer stops buying 
the commodity which it sells.No doubt, there is a lot of dema- 
gogy in the popular support of the industrialization and diversifi- 
cation programs or tendencies in Latin America. Such dema- 
gogy is superfluous, for the advantages of industry over primary 
activities and the insurance-through-diversification theory con- 
stitute sufficiently sound bases for these tendencies. 

In 1926 foreign trade represented about 60 per cent of Chile’s 
national income,® and approximately 80 per cent of exports were 


® Banco Central de Chile. Balanza de Pagos de Chile, Afto 1945, p. 22. 
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accounted for by copper and nitrates, both of which are highly 
sensitive to cyclical fluctuations in business activity in industrial 
countries. On the other hand, 50 per cent of Chile’s imports are 
raw materials and fuel, 35 per cent are consumer goods and 15 
per cent are capital goods. During depressions, the importation 
of the first and last of these groups of commodities contracts 
and the multiplying effects of foreign depressions on the Chilean 
economy are thereby intensified. In 1928-29, exports were val- 
ued at $400-$450 million, and in 1932 they had gone down to $60 
million. Imports dropped from $250-$325 million to $50 million. 
Note that in 1932 the balance of trade was active or “favorable”, 
but when exports account for 50 per cent of the national income 
and they go down to 15 per cent of their previous level in a 
country with a low per capita income, the situation becomes 
tragically tight. Santiago, the capital city, was visited by some 
30,000 hungry men from the nitrate fields and it took months 
to place them in different occupations throughout the country. 
At that time the balance of payments was in equilibrium. Chile 
is not prepared to have another equilibrium of that sort. The 
policy of the Chilean government may be wrong, and its purposes 
may perhaps be better achieved by other means, but the fact 
remains that today foreign trade accounts for less than 30 per 
cent of the national income and that Chile is better prepared for 
a drop in the price of copper or nitrates than she was at the 
time of the great depression.'” 


* 


If development programs, by increasing money incomes and 
prices, should raise costs, the possibilities of exporting would 
thereby be diminished, and as a consequence the receipts of for- 
eign exchange which are needed for development and general 
purposes would also fall. Since exports account for a substantial 
part of the national income of most Latin American countries, 
the depressing effects of a decline in exports are obvious. In 
the case of Venezuela, this problem has been tackled with sub- 


10 Today the percentage of exports to national income in Cuba is perhaps 
higher than in Chile. 
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sidies to exporters (through preferential exchange rates), and 
other countries use similar devices to promote exports. Exemp- 
tions from taxes and export duties are also used with similar 
purposes, and in general there is little likelihood that exports 
will be allowed to drop sharply in the Latin American republics, 
for the economic life of these countries and the possibilities of 
development depend to such a degree on them. 

When the situation becomes such that all other means of 
promotion are insufficient, the obvious way out is depreciation. 
Increased costs are not likely to reduce exports of a major com- 
modity to any large extent without the government having re- 
course to all means, objectionable or not, of sustaining them. 
Thus, while Latin American governments may run into diffi- 
culties because of increased costs resulting from their develop- 
ment programs, it is not thought likely that such programs will 
cause an appreciable decline in the foreign exchange proceeds 
from exports. 

The foregoing should not be understood to mean that in- 
creased costs in Latin American export industries do not create 
difficulties and therefore can be taken lightly. It does serve, 
however, to point up the facts that a) the significance of some 
exports is such that they will be protected against all eventu- 
alities; and that b) increased costs are more likely to influence 
the development of the industry concerned, that is, future in- 
vestments in it, than present production and exports.!” 

A great deal has been said about the inconvenience of high 
United States prices for countries which are badly in need of 
imports for all purposes. The much feared dollar shortage 
would perhaps be blamed on the rise in American prices. The 
Latin American countries themselves have claimed that they are 
not deriving and will not derive from their wartime accumulated 


11 Although this case involves more than the mere maintenance of foreign 
exchange proceeds. 

12 It is interesting to note that rising costs in foreign-owned export in- 
dustries may actually increase the foreign exchange proceeds from exports. 
This has been so in some Central American republics and in Venezuela, 
for example. 
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dollars all the goods which they are entitled to. Nevertheless, 
this argument is being overemphasized, as far as the Latin 
American countries are concerned. High United States prices 
mean better terms of trade for countries producing primary 
goods, for the prices of these goods increase (and decrease) 
more than those of manufactured commodities. The inconven- 
ience of high United States prices would depend, then, on the 
balance between the terms of trade of past production and the 
terms of trade of present production, and there are good grounds 
for supporting the opinion that, unless high United States prices 
last only for a very short time, the present situation is preferable 
for Latin America. The balances of payments of the Latin 
American countries have deteriorated since the end of the war, 
as was to be expected, but low prices for United States goods 
would have meant lower prices for our exports and perhaps an 
even greater deterioration." 


The downward rigidity of labor costs would have subjected 
our economies to a great strain in case the prices of primary 
goods had gone down. As suggested, devaluation of the curren- 
cies of several countries would have been necessary to adjust 
costs to prices and to stop imports. The prospects of better 
terms of trade for a long period are much to be preferred. 


Of course, disequilibrium in the balance of payments is not 
a necessary accompaniment of economic development when ex- 
ports are high and the level of incomes can be controlled. Ar- 
gentina has been able, through state trading, multiple exchange 
rates and the development of a capital market, to get around the 
difficulty, but other Latin American countries have not had the 


13 One can imagine a situation in which United States prices decline as a 
consequence of greater efficiency, while Latin American prices continue high. 
Actually, at the present high level of demand, this situation was not to be 
expected, and should it occur in the future, the terms of trade of the Latin 
American countries will be improved further. The contention made here is 
based on past experience, that is, on the assumption that price decreases in 
the U.S. are a refiex of depressions. 
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opportunity of using such devices, or are unwilling to develop 
their economies at the cost of them. 


Our fiscal systems are in need of improvement. With an 
efficient, flexible and progressive income tax, many Latin Ameri- 
can countries would be in a better position to achieve economic 
development without endangering their balance of payments to 
the extent that it is being endangered today. But a word of 
warning is necessary in this respect. A strong fiscal system is 
only compatible with economic development along capitalistic 
lines when the taxpayer is psychologically prepared for it. 
There is no use saying that Costa Rica or Paraguay should in- 
crease taxes to finance development programs, when the Costa 
Ricans and the Paraguayans are not psychologically prepared 
to pay adequate income taxes, that is, adequate by United States 
standards. The rate of profits, which today is necessary in most 
Latin American countries to promote investment, is incompatible 
with high income taxes. When criticizing high tariffs in Latin 
America this fact should also be taken into account. If pro- 
gressively scaled, tariffs are useful in-many countries as a (per- 
haps awkward )substitute for income taxes because people are 
used to them and will accept them more readily than other taxes. 


There is also something to be said for deficit spending in this 
respect. When a government is unable to raise taxes without 
discouraging investment (assuming it is strong enough to enact 
tax increases), and the capital market is not well developed, 
deficit spending may be used as a substitute. Although the ef- 
fects of taxes and deficit spending on the distribution of income 
may be, and are in fact, quite different, the economic significance 
of increased taxes and deficit spending in many Latin American 
countries is the same in several significant respects, especially in 
the sense that factors are diverted from private to public 


employment. 
a 


. As regards the problem of timing of government-sponsored 
economic development, it is not altogether clear whether this is 
the best time for pushing it ahead, if the maintenance of the 
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predominantly capitalistic pattern of the national economy is 
desired. The anti-cyclical argument for not forcing government 
expenditures on top of private expenditures when there is no 
acute unemployment problem is too well known and will not be 
repeated. On the other hand, the argument for not waiting 
for the slackening of private economic activity in the Latin 
American countries may be summarized thus: a) Public invest- 
ments in basic economic development are sometimes a prere- 
quisite of private enterprise. If the basic set-up is lacking and 
private savings cannot be invested profitably, increased incomes 
derived from existing productive facilities and balance of pay- 
ment surpluses will only inflate prices and increase imports with 
little lasting effect on the future productive capacity of the 
countries'*; b) There is a sense of urgency for preparedness, 
and a desire to go ahead before a depression in foreign market 
appears; that is, there is unwillingness to wait for a depression 
in order to fight it; c) Governments do not feel strong enough 
to impose exchange restrictions in times of prosperity, and the 
returns from exports in times of depression may not be sufficient, 
after paying for imported necessities, to permit imports which 
are needed for development. The expediency factor is all im- 
portant, and the actual authority of governments over economic 
life is limited in all democratic Latin American republics. While 
the possibilities of control are increased in times of depression, 
the command of governments over foreign exchange at such 
times may be insufficient to push economic development ahead. 


The conclusion seems to be, then, that while an anti-cyclical 
development program may have its merits, the case for basic 
economic development in times of prosperity can also be sup- 
ported on economic and expediency grounds. 


14 A typical development is that savings of high income groups go into 
speculation in rea] estate and into building, and through these activities 
exert pressure on prices and imports. 


